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HOUSING ACT OF 1954 
FHA Insurance Provisions 


MONDAY, APRIL 19, 1954 


Unrrep Srares Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, in room 318, Senate Office 
Building, at 10:05 a. m., Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Payne, May- 
bank, Frear, Douglas, and Lehman. 

The Cuarrman. The committee will please come to order. 

The first order of business will be a vote on the part of the committee 
to subpena Mr. Powell. Mr. Powell telephoned me at 25 minutes of 
10 this morning and said that he would prefer not to appear without 
a subpena. 

That was the first time the chairman knew that he required a sub- 
pena or wanted a subpena. He is now waiting over in the Sergeant 
at Arms’ office, and I wish someone would make a motion that we 
subpena him. 

Senator Maynank. I so move, Mr. Chairman. 

Senator Busu. I second it. 

The Carman. It has been moved and seconded that we subpena 
Mr. Powell. All in favor say “aye”; contrary, “no.” The ayes 
have it. 

I ask that the assistant clerk of this committee issue such a subpena 
and take it to the Sergeant at Arms’ office and serve it on Mr. Powell, 
and ask him to immediately come to this room. Until such time as 
Mr. Powell does appear, I think we should do nothing here, because 
he was to be our first witness. 

I much prefer that he listen to what I have to say in my opening 
statement before we proceed. I will say this while Mr. Powell is 
on his way, that this hearing today and tomorrow and the next couple 
of days is primarily a continuation of our hearing on the proposed 
legislation that we have been working on here now for many, many 
weeks, 

The committee will be in recess for a couple of minutes, until such 
time as Mr. Powell arrives. Had we known that Mr. Powell required 
a subpena, we would have had it served on him before, but it was our 
understanding that he was voluntarily going to appear, and we did 
not know otherwise until 25 minutes of 10 this morning. 

This was the first opportunity that the chairman has had to get 
the full committe together to authorize a subpena. While we are 
waiting on Mr. Powell, it might be well for the committee to give the 
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chairman authority to issue subpenas in the future in respect to this 
investigation. 

Senator MAysBank. I so move, Mr. Chairman. 

Senator Bricker. I second it. 

The CuarrMan. It has been moved and seconded that the chairman 
be given authority to issue subpenas in respect to this investigation in 
the future without taking it up further with the full committee. Is 
there objection / 

Senator Doveias. There is no objection, but I would suggest that 
the chairman consult with the ranking minority member, Senator 
Maybank, of South Carolina, on such matters. 

The CHatrman. I would like to say that the resolution adopted a 
few days ago by the full committee, giving the chairman the right to 
proceed in this matter, stated that the chairman was to proceed in 
cooperation and coordination with the ranking minority member. He 
will do that in every instance. 

Senator Mayrvank. Might I ask the chairman if we have the list, 
yet, from the White House, of the 1,149 people ¢ 

The Cuarrman. The list of 1,149 names that you have been reading 
about in the newspapers will be delivered to the committee within a 
few minutes. I think that possibly we had better proceed. 

I have a few things I wish to place in the record at this time. With 
out objection, | would like to place in the record the directive of the 
President of the United States issued to the Administrator of the 
Housing and Home Finance Agency on April 12. Is there objection ¢ 

I would also like to place in the record at this time a statement made 
by Albert M. Cole, the Administrator of the Housing and Home 
Finance Agency, on April 1Y, 1954. 

I would also like to place in the record at this time a statement 
issued by myself for release to the Sunday a. m. papers, setting forth 
the position of this committee in respect to proposed legislation. 

I would also like to place into the record a press release issued by 
the senior Senator from Virginia, Mr. Byrd. 

I would also like to place into the record a statement that I have 
prepared as chairman of this committee as opening remarks at the 
opening of this hearing. This is quite a long statement. There are 
12 pages to it. I shall not read it, but I do urge every Senator and 
everyone interested to read this statement. <A copy has been placed 
before each Senator. There are sufficient copies available for anyone 
in the audience to read. 

I will talk briefly about this statement. 

(The documents referred to follow :) 


THE WHITE HOUSE 


WASHINGTON 
AprIL 12, 1954. 


MEMORANDUM FOR THE ADMINISTRATOR, HOUSING AND HOME FINANCE AGENCY 


In order to facilitate the investigations which are being conducted by the 
executive branch of the Government and any other actions necessary or proper 
to insure the fidelity of operations under the National Housing Act, you are 
hereby authorized and directed to take custody forthwith of all files and records 
of the Federal Housing Administration, both in Washington and the field, per- 
taining to title I and section 608 of the National Housing Act, and such other 
files and records as you find proper for such purposes 


Dwicut D. EISENHOWER. 
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STATEMENT BY ALBERT M, COLE, ADMINISTRATOR, HOUSING AND HOME FINANCE 
AGENCY 


I am today making public the first of a series of decisive actions based on 
alleged serious irregularities and abuses that have occurred in the FHA small 
property improvement insurance program under title I of the National Housing 
Act and evidence of illegal or unethical actions concerning the financing of 
privately owned rental-housing projects, under section GOS of the Federal Housing 
Act which expired in 1950, and other matters concerning the housing program. 

The lenders, under title I, are protected by a Government guaranty and the 
Government is protected against financial loss by the accumulated loss reserves. 
Our concern is for the small-home owner who seeks to use the benefits provided 
by Government-insured property improvement loans. He is entitled to better 
protection against the sharp practices which induce him to borrow to pay 
exorbitant prices for improvements which are often unnecessary and work 
which is often shoddy. 

The investigations conducted by the Department of Justice have established 
that the misuse of this Federal insurance program for small-home owners over 
the past several years has been so widespread and numerous as to make man- 
datory two more types of investigative action. The first of these will be the 
freezing of the FHA files under the supervision of a new investigative staff, 
effective immediately. Secondly, there will be a concurrent intensive investiga- 
tion by the Department of Justice of possible criminal violations and the 
initiation of criminal prosecution where necessary. 

William F,. McKenna, a prominent Los Angeles attorney with broad experience 
in governmental investigations, has been appointed Deputy Administrator of the 
HHFA to direct the HHEFA inquiry. Assigned to him for this purpose, and 
assuming direct charge of the FHA records and investigative staff, will be Lester 
Condon, until April 9, 1954, chief investigator of the House Government Opera- 
tions Committee, 

These actions are taken following extensive conferences with officials of the 
Department of Justice over a period of several weeks. 

Concurrent with these investigations, we will give attention to the organiza- 
tion and administration which permitted these abuses to grow over a period 
of years. The future interests of the public and businessmen dealing with the 
FHA must be protected as well as the proper interests of the Government itself. 

I want to emphasize while it is clear the vast majority of the lenders, builders, 
and citizens throughout the United States who use the FHA facilities observe 
a high level of ethical conduct, the evidence already at hand requires drastic 
and immediate action. I am confident that we will have the cooperation and 
support of the public and the users of the FHA facilities in this cleanup program. 

The program calls for: 

1. The immediate transfer of the jurisdiction of investigation of all trans- 
actions involving possible criminal action from the FHA to the FBI. Hereto- 
fore, most preliminary criminal investigations have been made by the FHA’s 
own compliance staff. 

2. Immediate appointment of McKenna as Deputy Administrator of HHFA 
to head up the HHFA investigations, and to determine responsibility for any 
lack of compliance with administrative regulations on the part of FHA per- 
sonnel or the users of credit under the Federal Housing Act. Transfer to the 
Deputy Administrator's jurisdiction of the investigative staff of the Federal 
Housing Administrator, and the appointment of additional skilled investigators. 

%. An intensive review of the organization, procedure, and working methods 
of the FHA to determine changes which should be made to increase its effective- 
ness in insuring the fidelity of transactions under the laws which it administers, 

4. Such changes in regulations covering the property improvement credit 
program as the investigation shows to be necessary to insure that homeowners 
receive the maximum of protection against any form of abuse. 

5. To facilitate a completely impartial evaluation of the HA as to policy 
and procedures, a number of the positions of senior operating officials will be 
affected. 

This does not necessarily imply the malfeasance or incompetence of those 
officials. However, if the evidence before us is correct, the FHA has obviously 
suffered from a progressive laxity which is incompatible with good government. 
In view of the number of complaints which have been made by citizens in 
recent year, the small fraction which have been acted upon effectively is 
significant. 
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Our primary purpose is not solely to bring punitive action where necessary 
but to insure against the recurrence of these unethical or illegal devices. 

Among the circumstances which led to this corrective program were: 

1. Complaints received and investigated by the Department of Justice in 
various parts of the country indicated a widespread activity on the part of 
roving groups of high-pressure home-improvement and repair salesmen which 
moved from city to city after using the forms and facilities of title I of the 
Federal Housing Act to exploit families inexperienced in lending activities. The 
Department of Justice reports even show that crews of from 50 to 100 of these 
“dynamiters” openly stayed at the same hotels to work medium-sized cities 
one after another. 

2. The reports indicated that the actual repair jobs contracted for by home- 
owners were in some cases auctioned off to local dealers by these sales groups at 
an exorbitant profit. Frequently the work done was characterized as shoddy. 
In other instances the homeowners were led to borrow more than the cost of 
the work with the promise that the difference would be paid back to them in 
cash. The homeowner was then obligated to pay the full amount even though 
he might never see the promised cash rebate. These and other devices of sharp 
practice have been freely used to victimize people of modest incomes. 

3. The fact that these operations involve the fleecing of numerous homeowners 
in many parts of the country became apparent to me over a period of time as a 
result of an accumulation of complaints to the Department of Justice and the 
resulting investigations, which the Department of Justice reported to me. 

4. Meanwhile, the FHA, the agency responsible for the administration of the 
programs, failed to hold such cases to the few which would be inevitable under a 
program of this magnitude. Complaints which I received and referred to the 
FHA for action were not properly investigated and acted upon. 

There will also be an especially close scrutiny of all large-scale rental housing 
projects which were initiated under the regulations governing multifamily 
dwellings. Investigation already has developed 251 cases among these larger 
projects where proceeds on FHA-insured mortgages ranged in amount from 
110 percent to 150 percent or more of the total cost, including land. Certain of 
these transactions are already under scrutiny by the Bureau of Internal Revenue 
and have been or will be made the subject of tax suits. 

The reported procedure is that a number of the interests who sponsored these 
projects declared a liquidating dividend to themselves of the difference between 
the FHA-insured loan proceeds and the cost of the project. The total windfall 
in these 251 cases alone is estimated to amount to well over $75 million. In con- 
trast to the situation under the title I home-improvement program any substan- 
tial losses on these transactions may be at the expense of the Government. 

The reports of investigations already made indicate that the practice was so 
prevalent and widely known that it is inconceivable that responsible FHA offi- 
cials could be unaware of it. 





[Sunday a. m., April 18, 1954, press release] 


STATEMENT OF SENATOR HOMER E. CAPEHART 


WasHIneTon.—In connection with the scheduled opening of hearings on the 
Federal Housing Administration matter Monday, Senator Homer EB. Capehart, 
chairman of the Senate Committee on Banking and Currency, today issued the 
following statement: 

“For several weeks, this committee has been at work on the very important 
Housing Act of 1954. 

Because this legislation is so important to all of the people of the United 
States, it is the first responsibility of this committee to complete the drafting of 
the bill so that it can be passed by the Congress and signed by the President. 

“As you all know, while the committee’s work was in progress on this bill, 
certain allegations came to light with respect to charged irregularities and pos- 
sible violations of the housing law, particularly title I and section 608, within 
the Federal Housing Administration. 

“President Eisenhower acted quickly, as soon as the allegations were called 
to his attention, and has now pledged to this committee the full and complete 
cooperation of all Government agencies in conducting an investigation. 

“We must, as quickly as possible, complete action on the new housing law. 
The committee must know whether there are weaknesses in the present housing 
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law which made possible any wrongdoing within the Federal Housing Adminis- 
tration. If there are, then the committee will write into the new law such pro- 
visions as will make impossible the recurrence of any similar wrongdoings in 
the future. 

“So, our first hearings—extending over 4 days—will be devoted to this prob- 
lem. In this way, we will avoid unnecessary delay in enacting a new housing law. 

“The persons best qualified to assist us in making such a determination—to 
tell the committee whether there are weaknesses in the present law—are those 
people who have been living with, working with and administering the housing 
laws over a period of many years. 

“Some of these persons are in the Government service, or have been. Others 
are the leaders in the housing industry and in the field of housing financing. The 
views of both Government and industry experts on the subject will be invaluable 
to the committee. 

“With this in mind, the committee has called witnesses from both Government 
and industry in the first phase of this inquiry. After this job has been done— 
and the housing bill sent to the Senate—the committee then will discharge its 
responsibility to conduct a full and complete, 100-percent investigation of any 
irregularities or fraud in the administration of the law, as has been alleged. 

“Nobody can tell, at this point, how long such an investigation will require. It 
might take a month, 6 months, or a year, but the committee is determined to 
do a complete and thorough job—let the chips fall where they may—no matter 
how long it takes. 

“In preparation for the first phase of the committee’s work, therefore, the 
committee has called the following witnesses: 


Monday, 10 a. m. 


Mr. Guy T. Hollyday, former Commissioner of FHA 
Mr. Clyde L. Powell, Assistant Commissioner of FHA, in charge of rental housing 


Tuesday, 10 a. m. 


Mr. Albert Cole, Administrator of the Housing and Home Finance Administration 
Mr. Walter L. Green, former Deputy Commissioner of FHA 
A representative of the General Accounting Office 


Wednesday, 1:30 p. m. 


National Association of Home Builders, 1028 Connecticut Avenue NW., Wash- 
ington, D. C., Mr. Richard G. Hughes, president 

Mortgage Bankers Association of America, 1001 15th Street NW., Washington, 
D. C., Mr. William A. Clarke, Philadelphia, president 


Thursday, 10 a. m. 


National Association of Real Estate Boards, 17387 K Street NW., Washington, 
D. C., Mr. Roland J. Chinnock, Chicago, president 

The American Bankers Association, 719 15th Street NW., Washington, D. C., 
Mr. J. Olney Brott, general counsel 

Life Insurance Association of America, 1000 Vermont Avenue NW., Washington, 
D. C., Mr. Eugene M. Thore, general counsel 

National Association of Mutual Savings Banks, 60 East 42d Street, New York, 
N. Y., Mr. Harry E. Proctor, assistant general counsel, 1110 Investment Build- 
ing, Washington, D. C.” 


[For immediate release, Tuesday, April 13, 1954] 


STATEMENT By SENATOR Harry F. Byrp, (DEMOCRAT, VIRGINIA), CHAIRMAN OF 
THE JOINT COMMITTEE ON REDUCTION OF NONESSENTIAL FEDERAL EXPENDITURES 


Scandaldus practices in the Federal Housing Administration, on which Housing 
and Home Finance Administrator Albert M. Cole acted last night, have been 
under investigation by the Joint Committee on Reduction of Nonessential Federal 
Expenditures for nearly a year. 

Some 1,800 cases have been examined and to date more than 700 in all sections 
of the country have been found where FHA guaranteed loans running to millions 
of dollars in excess of the cost of the projects. Official records in my possession 
indicate unconscionable profits have been made by many in construction projects 
sponsored by the Federal Government under its housing programs. 

I first called this situation to the attention of Mr. Cole on July 1 last year. As 
the committee’s examination of the records went forward, soon after the Con- 
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gress convened this year, I called on the Federal Housing Administration to 
make available its best-informed official for purposes of going over the evidence 
which in many instances indicated at least excessive profits, if not fraud. 

Mr. Clyde L. Powell, Asisstant Commissioner (Rental Housing), Federal Hous- 
ing Administration, was sent. His answers were evasive and he appeared to be 
unaware of the apparent practices. 

The records showed that the loans were being based on appraised value of the 
properties under construction rather than the cost; indicated that FHA in many 
instances had guaranteed loans for amounts far in excess of the actual cost; in- 
dicated that the $5 million maximum loan limit was being winked at; that some 
builders were profiteering on excess loans; and indicated that, even in cases 
where they were risking little or none of their own money, some builders for tax 
purposes were calling these excesses “return of capital” in order to qualify for 
the lower capital gains tax rates instead of the higher normal rate. 

On March 24 I communicated again with Mr. Cole, specifically citing the Glen 
Oaks Village case of Queens County, N. Y., where loans aggregating $24 million 
were guaranteed on a project costing $20 million, which is now before the United 
States Tax Court. In the same letter I cited the case of the Brookside Gardens 
project, for which the records show a Jamaica, N. Y., address, where 3 orig 
inal stockholders each purchased $10 in common stock and got a loan guaranteed 
by FHA for $3,382,404, and took for themselves tremendous distributions. 

In this latest communication I asked Mr. Cole specifically ““‘who was responsi- 
ble” for approving excess loans and permitting evasion or avoidance of the law 
with respect to the loan limit. Mr. Cole’s reply, dated April 1, follows: 

“Dear SENATOR Byrp: I have received your letter of March 24, in which you 
request information regarding the FHA-assisted projects known as Glen Oaks 
Village and Brookside Gardens 

“Your request will be given immediate attention and the information you de- 
sire will be furnished with the least possible delay 

“Sincerely yours, 
“ALBERT M. COLe.” 


I have not yet received further reply, but anparently the situation was covered 
in some degree by Mr. Cole’s action last night. 

The Joint Committee on Reduction of Nonessential Federal Expenditures in 
its 12 years of operation has always been most meticulous in its policy against 
making information public until it was thoroughly accredited. For this reason 
I have refrained to date from publicizing this investigation into housing program 
practices, which apparently in many instances condoned unwarranted profits 
running into millions of dollars, pending a determination as to whether there 
may have been shocking fraud and graft. 

Under the circumstances complete dismissal of employees who may have been 
involved in these practices should be withheld until it can be established whether 
the practices warrant criminal prosecution. 

I shall deal with this matter in more detail on the Senate floor tomorrow and 
the Joint Committee on Reduction of Nonessential Federal Expenditures will 
continue its investigation at a meeting at 10 a. m., next Tuesday. Mr. Cole will 
be among those summoned as witnesses. 


STATEMENT RY S roR CAPEHART AT OPENING OF FHA HEARINGS 


Under the Reorganization Act of 1946 the Banking and Currency Committee, 


under rule 25 of the Standing Rules of the Senate among other things is charged 
sibility for all proposed legislation and other matters relating to 
housing Under section 136 of the Reorganization Act the committee is required 
to oversee the operation of the administrative agencies concerned with any 
laws or subject matter within the jurisdiction of the committee. 

It is in accordance with this law and our responsibilities under it that T have 
been authorized by this committee to open this investigation of the operation 
and administration of the FHA 

Pending before this committee at the present time is the Housing Act of 1954, 
S. 2938. Originally we had scheduled executive sessions on this bill for to- 
morrow, April 20. The committee has agreed to postpone these sessions for 
2 weeks in order that it could have the opportunity to learn what was involved 
in allegations of abuses, maladministration and possible misconduct in con- 
nection with the operation of the various FHA programs, and to determine if 
possible how it all came about. 
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The committee is also anxious to determine whether any of these abuses that 
exist or existed are possible under the legislation which we have under con- 
sideration and, if so, how we can prevent them from ever occurring again. 

This committee also feels that the public is entitled to know the full facts 
with respect to this whole situation. The Congress is merely the board of 
directors, so to speak, in this complicated business of government, and the 
executive agencies are the Managers and operators of the Government's business, 
The people are the owners and they are ultimately responsible for the manner 
in which this Government operates. 

If it is to be operated and managed properly, the people must be kept well 
informed. To provide full and accurate information is the responsibility of 
all of the agencies and divisions in our Government. The committee can per- 
form this function better than the executive agencies concerned. Our investiga- 
tion is not intended as a duplication of agency investigations, but as unpreju- 
diced and coordinated part of it. 

As chairman of this committee, I shall endeavor to be as fair and judicious 
as possible. We are not aiming to prosecute. We are aiming at knowledge 
and information. Our primary objectives are to see that whatever abuses, mis- 
conduct, or maladministration may exist is immediately corrected, and to re- 
view the law in the light of what has apparently happened with the intention 
of making necessary changes. We are confident that the executive and judicial 
branches of this Government will carry out their responsibilities and bring to 
the bar of justice those persons who may have violated the law, and that they 
take such other action as is deemed necessary. 

The committee, I believe, from a review of its action and deliberations over 
the past year has shown itself to be aware and concerned about the abuses that 
might occur or may have existed. By legislative action, in its committee reports 
and hearings, this committee, in spite of much expert testimony on the part of 
the Government and non-Government witnesses to the contrary, has consistently 
warned and cautioned the agency in the administration of the various programs. 
It has proposed and has at times succeeded in amending various sections with 
the aim of eliminating abuses or preventing them from occurring. 

This committee, when complaints about alleged violations were made two it, 
brought them to the attention of the agency for investigation and action. 

Two years ago certain allegations regarding favoritism and possible mis- 
conduct of two FHA officials were made to a member of the staff of the Banking 
and Currency Committee in connection with another investigation he was con- 
ducting. He informed the chairman of the committee and the member of the 
committee in whose State the alleged incidents occurred. In order to protect 
the good name of the officials involved, even though it meant no favorable head- 
lines for the chairman, the other member of the committee concerned and for 
the Banking and Currency Committee, and in order not to interrupt and delay 
action on important legislation pending before the committee during the session, 
it was decided to refer the case to the HHFA for a full and complete investiga- 
tion and for proper official action on the basis of the investigation. All informa- 
tion presented to the member of the Banking and Currency staff was turned over 
to the Agency and a full and, I presume, complete investigation was made. From 
the information presented to the committee in executive session on April 14, the 
case in point proved to be an important factor in the investigation the HHFA 
has now undertaken and apparently the basis for some official action taken by 
Administrator Cole. The public hearings will doubtlessly reveal the results of 
the investigation and any action which was taken as result of it. 

In 1947 the Senate Banking and Currency Committee expressing concern 
because the insurance granted in some cases represented more than 90 percent 
of actual costs, reported out of the committee an amendment to section 608, 
which directed the FHA Commissioner to use every feasible means, which, in his 
judgment would assure that estimates approximate as closely as possible the 
actual costs of efficient building operations. This became Public Law 394, 80th 
Congress, December 27, 1947. 

The Banking Committee, in an attempt to cut down on what they believed was 
the overvaluation that was going on, amended the law again in 1948 shifting 
the basis for estimating the mortgage amount from 90 percent of “estimated 
necessary current cost,” which would permit cost to include premium payments 
for materials hard to get, to “the Administrator’s estimate of the replacement 
cost of the property or project on the basis of the costs prevailing’ on December 
31, 1947, for properties or projects of comparable quality in the locality where 
such property or project is to be located.” 
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In January 1949 during hearings on the Housing Amendments of 1949 the 
FHA Commissioner and Assistant Commissioner testified extensively in response 
to interrogation by members of the Banking and Currency Committee that they 
did not believe it was possible to build a 608 project for much less than the esti- 
mated cost. Assistant Commissioner Powell at one point in response to a ques- 
tion as to whether a project could be built for as little as 70 percent of the 
estimated cost testified : 

“I do not see how that is possible, because we are right on top of local con- 
struction costs. We get a determination from the Secretary of Labor as to the 
wages that he (the builder) must pay for all the mechanics on the job. If he 
does not violate the statute, he must pay that wage rate. 

“We estimate the length of time it takes to construct that job, and make an 
estimate of all the materials that go into it, such as plumbing, heating, plaster- 
ing, electrical work, and all that. Our figures are on the current market, not on 
the national market, what it costs in this particular community. We might be off 
2 or 3 percent. I do not think it could be physically possible to be off anything 
like 30 percent.” 

In spite of such testimony by officials who had great familiarity with the pro- 
gram, this committee, on August 11, 1949, reported out S. 2246, Housing Amend- 
ments of 1949. An amendment in the bill changed the ratio of the mortgage 
amount to necessary current cost from 90 to 80 percent. In discussing that 
amendment, the Banking and Currency Committee report stated: 

“It was brought to the attention of your committee that FHA, in estimating 
necessary current cost under section 608, included percentages for architects’ 
fees, contractors’ overhead, and other items which, in many instances permit the 
approved 90-percent mortgage to exceed the builders’ actual costs. A proposal 
was made to your committee that the bill include limitations as to the maximum 
amounts which could be included for these specific items. After studying this 
matter, your committee rejected the proposal because of the administrative and 
other difficulties which would be involved. In place of this, the amendment now 
contained in section 116 (a) was added. In the opinion of your committee the 
amendment would reduce the maximum mortgage limitation by approximately 
the same amount as the rejected amendment. The reduction in maximum mort- 
gage amount would be made effective as to all applications for insurance com- 
mitments filed subsequent to August 8, 1949. This, in the opinion of your com- 
mittee, will prevent the reduction from adversely affecting prospective builders 
who have already made their applications for commitments on the basis of 90 
percent. At the same time it will prevent the rush to file applications and the 
pressure for processing commitments which would be entailed if additional appli- 
cations were to be accepted and processed on the basis of the present 90-percent 
limitation.” 

In 1950 a reliable witness, Mr. Rodney Lockwood, then president of the Na- 
tional Association of Home Builders, testified in response to Senator Spark- 
man’s question relating to possible profits on section 608 mortgages as follows: 

“Senator SpARKMAN. In fact, you have done a lot of building under it (sec. 
608). I mean, your people, not you individually. We have had fine cooperation 
between the National Home Builders and the Federal Government and every- 
body who is building homes. We have had fine cooperation under section 608. 
Yet, isn’t it true that under section 608, many times the amount of money that 
the Federal Government guaranteed, or insured, or stood for, I don’t care what 
term you apply, represented more than a hundred percent? 

“Mr. Lock woop. I don’t know of a single case of that being true. I think that 
is one of the most widely circulated bits of misinformation that I have heard 
talked about in housing for a good many years. The impression seems to be 
that the builder gets in the form of a loan under section 608 more than the total 
cost of the project. Believe me, in those that I have participated in that has 
not been true. I have not actually seen or heard of any in which that was true. 

“Senator SparKMAN. I am sure that I can say that there hos been ample 
evidence presented to the committee from time to time jn«.ifyvi:.g¢ our believing 
that that is trne. Asa matter of fact, when we reported S. 2246 to the Senate, 
as you recall, we proposed to cut the amount of the loan insured under section 
608, very largely for that reason. And I might also call your attention to the 
fact that the Architectural Forum, in its November issue, brought out that 
very point of excessive loans under section 608. 

“Mr. Lockwoon. May I ask, in all these things, was there any real factual 
basis or was it inst someone’s opinion? 


he 
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» the i “Senator SPARKMAN. I don’t have it before me, but we had numerous specific 
onse 3 eases called to our attention, and I believe I am safe in saying this: That some 
they % members of our committee have told us that they had been told by the builders 
esti- : themselves that they had gotten more than 100 percent. If I remember correctly, 
yues- I won't say it positively, but as I remember it Senator Long said he knew of a 
f the case where a builder friend of his had gotten 120 percent. 
“In all fairness, let me say that 1 am not condemning the builders. 
con- “Mr, Lockwoop. If I may be facetious, I would like to say that that statement 
» the of 120 percent sounds like barroom talk, I can’t believe that the FHA would 
if he be that lax in its administration.” 
In reporting out the Housing Act of 1950 on February 24, the committee 
e an report, in referring to the 608 program, pointed out, “This program has been 
ster- aptly designated as the ‘apartment boom floated on public risk and private profit.’ 
it on The section 608 rental housing program has been such that there is every in- 
e off centive for the sponsor-builder corporation to undercut the long-term value 
hing of the property, and almost a complete lack of incentive for it to do anything 
else.” Further on the report stated, “The Government has guaranteed $2%4 
pro- billion of risk on rental housing built for speculative profit—risk based on 
end- equities which too frequently are fiction and on inflated values.” 
gage In the Defense Housing and Community Facilities and Services Act of 1951 
that the Senate Banking and Currency Committee, in view of their experience with 
608 and in order to prevent any recurrence of mortgaging out or making a profit 
iting on the mortgage, added an amendment to the defense-housing provisions, title 
ects’ IX of the FHA Act (which was somewhat similar to title VI but less liberal 
t the insofar as the mortgage amount was based on appraised value, rather than re- 
0sal placement cost as in GOS). The amendment required the mortgagor upon the 
mum completion of the physical improvements to certify the actual cost of such im- 
this provements. If the mortgage amount, according to the amendment, exceeded 
and 90 percent of the certified actual cost, then the mortgage amount had to be reduced 
now by that amount. This amendment was also added to the FHA military housing 
» the insurance provisions of the act, title 8. During the course of our investigation 
itely we shall attempt to find out how effective this amendment was in preventing 
nort- abuses. 
com- With reference to FHA, title I, the repair and home improvement provisions 
-Oom- of the act, in view of the present indications of the extent of the abuses under 
ders it, there has been surprisingly few complaints made to the Congress about this 
f 90 program, 
| the Nevertheless, this committee on the basis of some complaint and out of natural 
ppli- caution about a program that might lend itself to abuse warned in the committee 
cent report on February 24, 1950, that “we are concerned with numerous claims that 
the program has stimulated an undue expansion in consumer credit and has 
Na- been used too frequently as a technique for selling unessential equipment and 
ark- services rather than for its basic purpose of making it possible for homeowners 
3: to obtain essential repairs and improvements for their homes at the lowest 
‘sec. possible cost. Your committee therefore believes that the FHA should take 
tion steps to assure that operations of the title I program will be made consistent with 
ery- its primary housing objective.” 
608. In the same report the committee also pointed out that the effective cost to 
that borrower of the 5 percent discount allowed on this type of loans amounted to 
vhat 9.7 percent. It recommended that the FHA reexamine this charge with a view 
to its immediate reduction to the lowest feasible rate. As yet—4 years later— 
that this has not been done. 
“ard Last year this committee on the recommendation of the agency increased the 
» be authorization for this program by $750 million. Not a single person requested 
otal time to testify in opposition or bring to the committee’s attention any of the 
has existing abuses. 
rue. In response to a request for information about possible abuse of the title the 
nple committee staff was supplied with the following information with respect to 
ving this question. 
ate, “Taking into consideration the scope of the activity as indicated by the number 
tion of participants and the fact that business is being generated at the rate of 
the approximately $1 billion per year, we feel that the abuses resulting from activities 
that of unethical dealers are relatively small. Notwithstanding this fact, we recog- 
nize a definite responsibility to afford the homeowner every protection from un- 
tual scrupulous dealers and salesmen that can be instituted within the scope of our 


authority. 
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“Rather than attempt such widespread controls and restraints, we rely on 
our contractual relationship with the insured leaders to support a specific require- 
ment that each lender thoroughly investigate and approve a dealer prior to accept- 
ing any title I loans originated by him. Such approval is given only after the 
lender has established that the dealer is reliable, financially responsible, and 
qualified to perform satisfactorily the work to be financed and to extend proper 
service to the homeowner. We regard this as one of the most important of our 
regulatory requirements and our administrative staff in its contacts with lending 
institutions places continuing emphasis on this responsibility. 

“Occasionally FHA will receive a report that a dealer has committed an irregu- 
lar or unethical act in connection with a title I transaction. Such advice usually 
comes in the form of complaints registered by homeowners which may be relayed 
throuvh lending institutions or received direct by the FHA. All reports are 
investigated by FHA field personnel, or in some instances by the lending institu- 
tions involved. Any dea'er whose operations are found to be contrary to the 
standards and requirements of the title I program is placed on notice that 
restrictive administrative action will he taken unless the deficiencies are cor- 
rected. If the dealer fails to cooperate, all insured lenders are notified that 
future business originated by the particular dealer will be acceptable for insur- 
ance only if the lending institution takes certain precautionary steps such as 
verifying credit information, having the comp'etion certificate signed in the 
presence of an employee of the institution and making an actual inspection of 
work performed on larger loans. Experience has shown that such action almost 
invariably has had the effect of nrotecting homeowners from any further abuses 
on the part of the dealer involved. 

“During 1251 FHA issued precautionary measures letters in 273 cases. Dur- 
ing 1952, the number of such letters dropped to 185, indicating that definite prog 
ress is being made in eliminating undesirable dealers from the pregram. I feel 
that this progress is due in part to FHA’s continued efforts to impress upon lend- 
ing institutions the importance of maintaining sufficiently high standards for 
dealer approvals.” 

I think it is clear from all of the above that this committee did the best it 
could in a legislative way to prevent what seems, sadly enough, to have happened. 
Since we felt our prime responsibility was legislating, we directed our efforts 
toward that end. Now there is no other course but for us to investigate and 
that we shall do fully, fairly, and with justice. 

In conclusion, I would like to add a word of caution. The FHA machinery 
and most of the law and most of the homes insured or that will be insured under 
it are sound. I feel sure that by and large its employees are honest, God-fearing, 
and efficient civil servants. Let us all be careful that in bringing to the light any 
abuses that may exist, any deficiencies in the existing law, and any maladminis- 
tration or outright dishonesty or misconduct that may exist or has taken place, 
that there is still a great good that can, should and, I feel sure, will be accom 
plished by the FHA. 

Let us remedy the wrongs or eliminate the possibility for abuses, and let those 
who have done wrong be penalized or punished in accordance with the law. 

But let us be careful in not allowing these unfortunate happenings to result 
in greater misfortunes. 

There is still a tremendous need among our people for good housing. Most 
of our people can only obtain such houses if the downpayment and repayment 
terms are reasonable and modest and are in conformity with their incomes.. 
FHA provides the machinery to meet this need and do the job. Lets therefore 
resolve to make FHA function better and more effectively. 

Also we must realize that the maintenance of our economic health is to a large 
extent dependent upon a healthy home-building industry. Lets keep it healthy 
and working. We can do it by eliminating and preventing abuses and by good 
administration. If we do our job properly, with the cooperation of industry 
and the public, we shall go forward, as we always have, to an even better and 
happier America. 


The Cruarrman. This committee will spend this week listening to 
witnesses from Government and from business in an endeavor to find 
out how the irregularities and allegations about the various FHA 
programs came about. 
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What we are going to try to find out this week is how these ir- 
regularities and other alleged conditions could exist. We are going 
to try to find out from people i in Government and industry how we can 
change the proposed legislation that is before this committee, that 
has already passed the House of Representatives, to avoid a reoccur 
rence of what is alleged to have happened in respect to housing in the 
United States. 

My statement also sets forth how this committee, different members 
of this committee, have repeatedly, over the years, cautioned the ad 
ministrators of these respective laws against the things that are al- 
leged to have occurred recently. 

For example, Senator Maybank, when he was chairman of this 
committee, as this statement will show, repeatedly warned against this 
sort of thing. Senator Bricker, as we will show by testimony, re- 
peatedly warned against it and asked many questions about it, as did 
Senator Douglas and Senator Bennett and Senator Sparkman and 
Senator Long and Senator Frear. Even back in 1945, Senator Mur- 
dock, who was then a Senator from the State of Utah, as well as myself 
and others, repeatedly warned against this sort of thing happening. 

Senator Tobey also gave such warning. We spent weeks, as you 
gentlemen know, listening to testimony just recently on this whole 
subject. Not once did anybody testify from the Government in re- 
gard to this. Not once did anybody testify from industry, cautioning 
us against this sort of thing. I can say without fear of successful 
contradiction, that no one in the Internal Revenue Service, the 
Justice Department, Mr. Cole’s agency, the FHA, or the Committee 
on Nonessential Government Expenditures, during our 3 weeks’ hear- 
ing, called our attention to any of these irregularities that are now 
alleged to have occurred. 

We have had very little, if any, mail on the subject. As I stated 
a moment ago, we have continuously cautioned against it. Now we 
find that since this matter was called to the attention of the American 
people by the President of the United States, there are a lot of facts 
that warrant our investigating this subject. There was a lot of ir- 
regularity. 

We have sufficient information already, in just a few days’ investi- 
gation, to warrant that statement. However, I want to make this 
perfectly clear: This committee is going to spend all the time it can 
possibly spend during the next 2 weeks trying to find out what we 
ought to do to amend this proposed legislation to make certain that 
this sort of thing cannot happen in the future. 

Every member of this committee agrees with its chairman that it 
is most important to every person in the United States that we do 
report out favorably, on the floor of the Senate, a housing bill, and 
that the Senate pass this housing bill, and that it become law. We 
are going to spend as much time as we possibly can to that end during 
the next 2 weeks. 

After we have reported favorably to the floor of the United States 
Senate a new housing bill, we will then get into this investigation 
with the firm intention of getting to the bottom of the whole business, 
whether it takes 6 months or 6 years. 

Senator Maysank. Will the Senator yield ? 

The Cuarman. Yes, I yield to the Senator from South Carolina. 

44750—54—-pt. 3-2 
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Senator Maypank. It is my understanding from conversation with 
the Senator, we intend to inspect, look into, and examine all the titles, 
as well as either section 608 or title I. We are going through all of 
them. I believe there may be some wrongdoing in other titles. 

The Cuarmman. It looks as though there possibly is. We do not 
have sufficient facts at the moment to come to a definite conclusion. 
We do have suflicient facts to know that it should be investigated 100 
percent, and it will be investigated. 

It may well be that the law has been weak. It may well be that part 
of this trouble has been due to the fact that the legislation was loosely 
drawn. That is what we are going to try to find out, and that is what 
we are going to try to do with respect to this new legislation that is 
before the Congress at this time: Make certain that this sort of thing 
cannot happen again. 

I want to say, ‘also, as will be brought out when € presentatives of 
industry come before this committee in the next 3 or 4 days, that they, 
too, by testimony, assured this committee that the sort of thing that 
has been alleged could not happen. We expect from them, in the next 
few days, help in respect to tightening the proposed law to the point 
where it cannot happen again. Every member of this committee wants 
to assure the building industr y of America, the bankers and the mort- 
gage buyers, everyone connected with this industry, that there will 
be a housing bill. That we are not going to cripple the industry in- 
tentionally. That we will come out of this he: aring and our delibera- 
tions in respect to what should be done to the proposed bill with a 
better and a more constructive bill which will enable the building 
industry to do a better job than it has done in the past. 

Senator Bricker. Mr. Chairman. 

The Cuamman,. Senator Bricker. 

Senator Bricker. May I say that in 1947, some of us called atten- 

tion to defects in section 608. At that time, we wanted to limit the 
umount of the mortgagee’s payment to the actual cost, and hold back 
enough to be sure that no excess would be paid over that amount, and 
place criminal penalties on a violation of it. There was a great protest 
from the Agency, itself, and from the industry. That resulted in an 
amendment ‘of title VI which called attention to the Federal Housing 
Commissioner to the defect in the law and of the excess profits being 
made by builders. An amendment was drafted. Mr. Boots worked 
on it at that time and Mr. McMurray and several other members of 
the committee. 

It expressly pointed out the defect that has now become so apparent 
and has resulted in the paeeaiy that we have had in the last few days 
and weeks on this matter. In regard to the improvement loans, thai 
is merely a breakdown, as I see it, of the Department’s inspection 
system. 

I don’t know whether it is through corruption or what the facts will 
show, but that is not a defect of the law, as I see it. There might have 
been a tightening up of section 608 to have prevented it in 1947, and 
again when it came before the committee, as you well remember, 
in 1948, 

Again, the Agency was warned of this defect. This committee has 
been alerted to its responsibility all along. 





with 
itles, 


ll of 


» not 
sion. 


1 100 


part 
osely 
what 
at is 
hing 


es of 
they, 
that 
next 
oint 
ants 
10rt- 
will 
y in- 
era- 
th a 
ding 


ten- 

the 
pack 
and 
test 
nan 
sing 
ping 
‘ked 
s of 


rent 
lays 
that 
tion 


will 
ave 
and 
ber, 


has 


HOUSING ACT OF 1954 1315 


The CuarrMan. Gentlemen, this is the record of 1,149 alleged vio- 
lators of section 608, This is the record that has been furnished the 
committee by the Internal Revenue Service on the direct order of the 
President of the United States. ; ; 

You understand that that information is furnished for the confi- 
dential information of the committee and under the law, it must be 
held strictly in confidence, it cannot be used for any purpose other 
than the purpose for which the committee secured it. To that end, 
[ think I shall place in the record a letter to the chairman from the 
Internal Revenue Commissioner, Mr. T. Coleman Andrews, setting 
forth the purpose for which these names and the information are 
furnished the committee. 

(The letter referred to follows :) 

APRIL 19, 1954. 
Hon. Homer B. CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

My Dear Mr. CuarrMaNn: This is in reply to your letter of April 16, 1954, 
requesting in connection with the study and investigation of loan projects under 
section 608 of title VI of the National Housing Act, as amended, presently being 
conducted by the Senate Banking and Currency Committee that you and Mr, 
Ira Dixon be permitted access to the income-tax returns of the corporations 
and/or organizations named in the list attached to your communication for the 
years 1942 to 1953, inclusive, and such schedules and other information as may 
have been compiled in the Internal Revenue Service pertaining to such corpora- 
tions or other organizations. 

In accordance with the provisions of Treasury Decision 6064 and the purposes 
outlined in the Executive order applicable to your committee permission is given 
you and Mr. Ira Dixon to inspect such of the returns for the corporations and/or 
organizations named, for the years indicated as are of record in the Internal 
Revenue Service. 

As you know, Treasury Decision 6064 provides that any information obtained 
by a duly authorized committee or a subcommittee shall be held confidential, 
provided, however, that any portion thereof relevant or pertinent to the purposes 
of the investigation may be submitted by the investigating committee to the appro- 
priate House of the Congress. 

Very truly yours, 
T. CoLEMAN ANDREWS, Commissioner. 


The Cuairman. At this time, I wish someone would make a motion 
that Senate Resolution 229, in which we ask for the expenditure of 
$250,000 to make this investigation, which this committee unanimously 
authorized the chairman to file with the Senate, and which has now 
been returned to the committee for committee action, be reported 
favorably to the floor of the Senate. 

Senator Maynank. I will so move. 

Senator Bricker. I will second it. 

The Cuatmman. It has been moved and seconded. Is there 
objection ¢ 

Senator Maypank. This is an amendment? 

The CHatrman. With a technical amendment. All in favor say 
“aye”; contrary, “no.” The ayes have it and the chairman will report 
the resolution favorably to the floor of the Senate. 

We will insert in the record title I of the Housing Act, and pertinent 
excerpts from section 608, for our information. 

(The documents referred to follow :) 
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TITLE 1 OF THE NATIONAL HOUSING ACT 
(Approved June 27, 1934, as amended through July 31, 1953) 
HousinG RENOVATION AND MODERNIZATION 


CREATION OF FEDERAL HOUSING ADMINISTRATION 


Secrion 1. The President is authorized to create a Federal Housing Adminis- 
tration, all of the powers of which shall be exercised by a Federal Housing Com- 
missioner (hereinafter referred to as the “Commissioner’’), who shall be ap- 
pointed by the President, by and with the advice and consent of the Senate. 

* * * * * * 

The Commissioner may delegate any of the functions and powers conferred 
upon him under this title and titles II, III, VI, VII, VIII, and IX to such officers, 
agents, and employees as he may designate or appoint, and make such expendi- 
tures * * * as are necessary to carry out the provisions of this title and titles 
Ii, 111, VI, VII, VIII, and IX without regard to any other provisions of law 
governing the expenditure of public funds. * * * notwithstanding any other 
provisions of law except provisions of law hereafter enacted expressly in limita- 
tion hereof, all expenses of the Federal Housing Administration in connection 
with the examination and insurance of loans or investments under any title of 
this Act, all properly capitalized expenditures, and other necessary expenses not 
attri uta! le to general overhead in accordance with generally accepted account- 
ing principles shall be considered nonadministrative and payable from funds 
made available by this Act, * * * (Nore.—A limitation of 35 percent of the 
income received from FHA from premiums and fees during the preceding fiscal 
year is t.xed for such expenditures.) “The Commissioner shall, in carrying out 
the provisions of this title and titles II, III, VI, VII, VIII, and IX be authorized, 
in his official capacity, to sue or be sued in any court of competent jurisdiction, 
State or Federal.” 


INSURANCE OF FINANCIAL INSTITUTIONS 


Sec. 2. (a) The Commissioner is authorized and empowered upon such terms 
and conditions as he may prescribe, to insure banks, trust companies, personal 
finance companies, mortgage companies, building and loan associations, install- 
ment lend'ng companies, and other such financial institutions, which the Com- 
missioner finds to be qualified by experience or facilities and approves as eligible 
for credit insurance, against losses which they may sustain as a result of loans 
and advances of credit, and purchases of obligations representing loans and 
advances of credit, made by them on and after July 1, 1939, and prior to July 1, 
1955, for the purpose of financing alterations, repairs, and improvements upon 
or in connection with existing structures, and the building of new structures, 
upon urban, suburban, or rural real property (including the restoration, rehabili- 
tation, rebuilding, and replacement of such improvements which have been dam- 
aged or destroyed by earthquake, conflagration, tornado, hurricane, cyclone, 
flood, or other catastrophe), by the owners thereof or by lessees of such real 
property under a lease expiring not less than six months after the maturity of 
the loan or advance of eredit. In no case shall the insurance granted by the 
Commissioner under this section to any such financial institution on loans, 
advances of credit, and purchases made by such financial institution for such 
purposes on and after July 1, 1939, exceed 10 per centum of the total amount 
of such loans, advances of credit, and purchases. The aggregate amount of 
all loans, advances of credit, and obligations purchased, exclusive of financing 
charges, with respect to which insurance may be heretofore or hereafter granted 
under this section and outstanding at any one time shall not exceed $1,750,000,000. 

(b) (Nove —Limits such insurance to obligations representing a loan or pur- 
chase to alter, repair, or improve existing structures in an amount not exceeding 
$2.500 or to construct new structures in an amount not exceeding $3,000. It 
limits maturity of such obligations to 3 years and 32 days, except where con- 
struction of a new structure to be used in whole or in part for agricultural 
purposes is being financed under title 1. No such insurance is to be granted 
“unless the obligation bears such interest, has such maturity, and contains 
such other terms, conditions, and restrictions as the Commissioner shall pre- 
scribe, in order to make credit available for the purposes of this title.” If 
the financing is used to alter, repair, or convert an existing structure used or to 
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be used as an apartment house or a dwelling for two or more families, the 
obligation may be as high as $10,000 and may have a maturity not exceeding 
7 years and 82 days. Any obligation insured under title 1 on or after July 1, 
1939, may be refinanced and extended “in accordance with such terms and 
conditions as the Commissioner may prescribe, but in no event for an additional 
amount or term in excess of the maximum provided for in this section” 2 (b).) 

(ec) (1) (Nore.—The Commissioner is empowered to dispose of assets acquired 
by him in connection with payment of insurance under section 2 and to collect or 
compromise obligations acquired by him until the obligations are reierred to 
the Attorney General for suit or collection.) 

(ec) (2) (Nore.—The Commissioner is authorized to handle and dispose of for 
cash or credit, at his discretion and upon such terms and conditions and for 
such consideration which he deems to be reasonable, any real property acquired 
by him in connection with the payment of insurance under the title, and to 
collect all claims against mortgagors assigned by mortgagees to the Com- 
missioner. ) 

(d) (Nore.—The Commissioner is authorized under such regulations as he 
may prescribe, to transfer insurance from one approved financial institution to 
another.) 

(e) (Nore.—The Commissioner is authorized to waive compliance with regula- 
tions heretofore or hereafter prescribed by him with respect to the interest 
and maturity of and the terms, conditions, and restrictions under which loans 
and purchases may be insured under section 2 of title 1, if in his judgment the 
enforcement of such regulations would impose an injustice upon an insured 
institution which has substantially complied with such regulations in good 
faith and refunded or credited any excess charge made. The waiver, however, 
may not involve an increase of the obligation of the Commissioner beyond the 
obligation which would have been involved if the regulations had been fully 
complied with. ) 

(f) “The Commissioner shall fix a premium charge for the insurance hereafter 
granted under this section.” (Nore.—The premium charge cannot exceed 1 
percent per annum of the net proceeds of a loan, advance of credit, or purchase, 
for the term of such obligation, and such premium charge shall be payable in 
advance by the financial institution and shall be paid at such time and in 
such manner as may be prescribed by the Commissioner. Money collected from 
premium charges and all other money collected as fees of any kind in con- 
nection with insurance under section 2, under title 1, and all money derived 
from disposal of assets taken over by the Commissioner under this insurance 
program, shall be deposited in an account in the Treasury of the United States. 
This account is available to meet operating expenses of the FHA under section 
2, title 1. Amounts in such account which are not needed for such purpose 
may be used to pay insurance claims v*.der section 2.) 

(g) “The Commissioner is authori «d and directed to make such rules and 
regulations as may be necessary to carry out the provisions of this title.” -'? 


ANNUAL REpoRT 


Sec. 5. “The Commissioner shall make an annual report to the Congress as 
soon as practicable after the Ist day of January in each year of his activities 
under this title and titles II, III, VI, VII, VIII, and IX of this Act.” 

Sec. 7. (Nore.—Property acquired by the Commissioner under this insurance 
program is not exempted from local real estate taxes.) 


INSURANCE OF MORTGAGES 


Sec. 8. (Nore.—This section provides a regular FHA insurance program for 
individual mortgages on rural housing, as distinguished from the so-called port- 
folio insurance provided for alteration or repair of existing structures under 
section 2, title 1. A total limit of $100 million is set for the principal amount 
of all mortgages under section 8 outstanding at any one time, except that with 
the approval of the President such aggregate amount may be increased to $250 
million if it is in the public interest. Mortgages must be made to and be held 
by mortgagees approved by the Commissioner as responsible and able to.service 
the mortgage properly. The mortgage cannot involve a principal amount of 
more than $5,700 and may not exceed 95 percent of the appraised value as of 
the date the mortgage is accepted for insurance. Property covered is limited 
to dwellings designed principally for single-family residence approved for mort- 
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gage insurance before construction begins. The mortgagor may be the owner 
and occupant of the property when the insurance becomes effective. He must 
have paid for the property at least 5 percent of the Commissioner’s estimate 
of the cost of acquisition in cash or its equivalent. The mortgagor may be a 
builder but in that case the principal of the mortgage cannot exceed 85 percent 
of the appraised value or $5,100. In either event the Commissioner must find 
that the project insured shall be an acceptable risk, giving consideration to the 
need for providing adequate housing for families of low and moderate income, 
particularly in suburban and outlying areas. If the mortgagor, being the owner 
and occupant, establishes that his previous home of which he was either the 
owner or tenant, was destroyed by major disaster, as determined by the Presi- 
dent, the principal amount of the mortgage may be increased by the Commis- 
sioner to $7,000 and 100 percent of appraised value. Insured mortgages under 
this section must mature within 30 years after date of issuance. They require 
periodic payments not in excess of the mortgagor’s ability to pay as determined 
by the Commissioner. They must bear interest not exceeding 5 percent per 
annum on the outstanding obligation. They must provide for applying mort- 
gage payments to amortize the principal on the mortgage in a manner satis- 
factory to the Commissioner. They must contain terms and provisions concern- 
ing repairs, alterations, payment of taxes, service charges, default reserves, 
delinquency charges, foreclosure proceedings, anticipation of maturity, and other 
matters as the Commissioner may in his discretion prescribe. 

(c) Authorizes the Commissioner to fix a premium charge for mortgage insur- 
ance under section 8, not less than 4% of 1 percent per annum nor more than 1 per- 
cent per annum of the outstanding principal of the mortgage, without taking into 
account delinquent payments or prepayments. Such premium charges shall be 
payable by the mortgagee, in a manner prescribed by the Commissioner. The 
Commissioner May require one or more such premium charges at the time the 
mortgage is insured at such discount rate as he may prescribe not exceeding the 
interest rate specified in the mortgage. Provision is made whereby the Com- 
missioner in his discretion may require the mortgagee to pay an adjusted premium 
charge in an amount determined to be equitable by the Commissioner if the 
mortgage is paid in full before its maturity date. The charge so required can- 
not exceed the charge mortgagee would have been required to pay if the mortgage 
had been insured up to maturity date. The Commissioner is further authorized 
to refund to the mortgagee for the account of the mortgagor all or an equitable 
portion of current unearned premium charges previously paid if the mortgage is 
paid before maturity 

(d) Permits the Commissioner to consent to release of the mortgagor from 
his liability under the mortgage or the credit instrument secured thereby, or 
consent to the release of parts of the mortgage property from the mortgage 
lien. 

(e) Makes incontestable the validity of any insurance contract executed by the 
Commissioner under section 8, except in the case of fraud or misrepresentation 
on the part of such approved mortgagee holding the insurance contract. 

(f) Empowers the mortgagee upon foreclosure to benefit from insurance similar 
to provisions of title 2 of the National Housing Act. 

(g) Provides for the issuance of debentures to the mortgagee upon foreclosure 
of the property in the same manner as provided by title 2 of the National Hous- 
ing Act. These debentures become obligations of the title 1 housing insurance 
fund created by subsection (h) of section 8. The Commissioner was directed to 
transfer to such fund $1 million from the United States Treasury account under 
section 2 (f) under title 1. 

(i) Permits investment of title 1 insurance fund moneys in United States obli- 
gations if they are not needed for current operations of FHA under section 8. 
They may also be used to purchase debentures issued under section 8 at as good 
a yield as can be obtained from United States obligations. It also provides that 
premium charges, adjusted premium charges and appraisal and other fees re- 
ceived on account of the insurance accepted under section 8 go into the fund. 
Debentures issued under section 8 and expenses of handling, management, renova- 
tion, and disposal of properties under section 8 are to be charged to the title I 
housing insurance fund.) 

Section 9. (Nore.—The provisions of sections 2 and 8 shall be applicable in 
the several States and Alaska, Hawaii, Puerto Rico, the District of Columbia, 
Guam, and the Virgin Islands.) 
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Excerpts From NATIONAL Hovusine Act RELATING TO SECTION 608 PROJECTS 


Sec. 608. (a) (Authorizes mortgage insurance under this section including 
advances on such mortgage during construction. ) 

(b) To be eligible for insurance under this section a mortgage shall meet the 
following conditions : 

(1) The mortgage property shall be held by a mortgagor approved by the Com- 
missioner. The Commissioner may, in his discretion, require such mortgagor 
to be regulated or restricted as to rents or sales, charges, capital structure, rate 
of return, and methods of. operation. The Commissioner may make such con- 
tracts with, and acquire but not to exceed $100 stock or interest in such mort- 
gage, as the Commissioner may deem necessary to render effective such restric- 
tions or regulation. Such stock or interest shall be paid for out of the war 
housing insurance fund, and shall be redeemed by the mortgagor at par upon 
termination of all obligations of the Commissioner under the insurance. 

(2) (Affords priority of rental to veterans.) 

(8) The mortgage shall involve a principal obligation in an amount—(A) not 
to exceed $5 million; 

(B) Not to exceed 90 per centum of the amount which the Commissioner esti- 
mates will be necessary current cost of the completed property or project, in- 
cluding the land; the proposed physical improvements; utilities within the 
boundaries of the property or project; architects’ fees; taxes and interest 
accruing during construction; and other miscellaneous charges incidental to 
construction and approved by the Commissioner: Provided, That such mortgage 
shall not in any event exceed the amount which the Commissioner estimates will 
be the cost of the completed physical improvements on the property or project, 
exclusive of off-site public utilities and streets and organization and legal ex- 
penses: And provided further, That the principal obligation of the mortgage 
shall not, in any event, exceed 90 per centum of the Commissioner’s estimate of 
the replacement cost of the property or project on the basis of the cost prevailing 
on December 31, 1947, for properties or projects of comparable quality in the 
locality where such property or project is to be located ; 

7 ” * * 1” * * 

(c) (Provides for the taking of the project by the Commissioner in event of 
default of payment and the paying of the mortgagee under the insurance con- 
tract.) 

Src. 608. (a) * * * 

* * - . * * * 

* * * Mortgages otherwise eligible for insurance under section 608 of this 
title may be hereafter insured thereunder if the application for such insurance 
was reecived in any field office of the Federal Housing Administration on or be- 
fore March 1, 1950, and for such purpose the aggregate amount of principal obliga- 
tions authorized to be insured under section 608 of this title is increased by not 
to exceed $500,000,000. 

The Cuarman. Has Mr. Powell arrived yet? Does any Senator 
care to make a statement while we are waiting for Mr. Powell? 

Mr. Hollyday, will you come forward, please ? 

Mr. Hollyday, do you solemnly swear to tell the truth, the whole 
truth, and nothing but the truth, so help you God? 


TESTIMONY OF GUY T. 0. HOLLYDAY, LANGLEY, VA. 


Mr. Houiypay. I do. 

The Carman. Mr. Hollyday, do you have a prepared statement 
you would care to make? 

Mr. Hotiypay. Yes, I have, Senator, and that has been distributed 
to members of your committee. 

The Cuarrman. I haven’t had a chance to read your statement. Do 
you want to read it? 

Mr. Hotiypay. I would like to, Senator. I would like to comment 
a little, first, and then read it, and then I will be at your service. 
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The Cuamman. Let me say that the purpose of this meeting today, 
and the purpose of our meetings this week, is not of an investigative 
nature at all. It is strictly to try to get from you and others in the 
Government and industry who have had great experience in respect of 
the Housing Act, your best judgment as to what we should or should 
not do with the pending legislation. 

We will be very happy, however, to have you read your statement. 
We will ask you to proceed in your own way. 

Mr. Houiypay. Mr. Chairman and members of the committee, for 
the record, my name is Guy T. O. Hollyday. 1 reside at Langley, Va. 
l was Commissioner of the Federal Housing Administration from 
April 17. 1958, to April 12, 1954. 

I think it might be helpful to the committee if 1 gave you a little 
of the philosophy that IT have used while [T was Commissioner, I 
think it is quite important 

Senator Frear. Mr. Chairman, | wonder if Mr. Hollyday would 
like to give any background of his activities previous to coming to 
the FHA? 

Houuypay. Yes, sir: I will be delighted to. I think, Senator, 
I can probably make a presentation that would be more helpful to you 
if I first give you a little bit of the philosophy that T have tried to 
apply while I was in office, then a report on what I did in office, and 
then an attempt to anticipate what you gentlemen would like me to 
say, and then answer questions. 

The philosophy that T have endeavored to put into effect T have 
illustrated in talks from New York City to Midland, Tex., which i 
that of the firefly. I have said that if it would be appropriate, I would 
like to put a lightning bug over the door of the FHA oflice for this 
renson : 

The lightning bue@ has the great ability of being able to generate 
light without any heat. That philosophy has paid off very well, 
indeed, to me, as illustrated by only one incident. The rehabilita 
tion committee of the public housing group has had three meetings, 
and two of those have been in my office. I felt that they felt that 
when I said T wanted light on housing without any heat, that that 


was not lip service, and they took me incerely, and met in the office 
In my various talks throughout the country, both to my staff in 
the different cities and in talking to the trade, T have consistently 


called for criticism. It has been given and it has been extremely 
helpful. Criticisms have come, as T have said, from New York City 
to Midland. I do not think that the criticisms have come, as IT would 
like to hy ive the Ih Come, from Was hington. 

(s part of that philosophy, if you call for criticism, you must have 
an open door I have, on many oceasions, had two meetings going 
on at once, and had individuals who had a complaint come to the 
office, and T think they have been well received on every occasion. I 
think there is a feeling, or has been a feeling in the FHA office that 
while an appointment might be desirable, it was not necessary. 

In the report, which was not long, and IT will read it, I have taken 
the point of view of a man talking about someone who might have 
lived 100 years ago in order to be ‘completely dispassionate. 

I am confident that you gentlemen will not assume that by my en- 
deavor to be dispassionate that it is not a sign of indifference. I 
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think you understand, as I do, that you are dealing with the very 
priceless thing that any man has, his reputation, [hope when I get 
through with this statement and the questions that you have, that you 
will say what T believe, that there is a man, and he may have done 
this, and he may have done that, but he was not negligent, 

In connection with the committee's study of the Federal Housing 
Administration, | have been asked to appear and testify and am, of 
course, glad to respond, The exnet scope of the committee's iqQuiry . 
and the particular matters in which it is interested, were not ind) 
cated to me at the time of the request for my appearance. From pre 
reports, I gather that the committee is interested in the administra 
tion of FHA while T was Commissioner, and, more particularly, the 
administration of the so-called title T program. 

lor the purpose of clarity, and for the convenience of the com 
mittee, | have prepared a statement, in whieh T will summarize the 
more significant activities of my administration, and especially the 
problems attending the title T cases, 

It Wis my priv ilege to serve as ELA Commissioner for ApPpProxrt 
mately L year, During that period, many problems were encountered 
which we dealt with as they arose by the most practical and business 
like methods which we were able to devise. The conmittee will be 
interested in some of the more typical of these, and how they were 
handled, 

FHA is highly decentralized. The funetions of policymaking and 
overall administration are carried on in’ Washington. The aetunl 
machinery through which the work of FELA is performed is largely 
in the field. There are 75 field offices, known as district insuring 
offices, located in every State, and now staffed with approximately 
4,600 personnel, ‘These offices are practically autonomous subject to 
policy and direction and review, They process mortgage applica 
tions, carry on all mortgage underwriting, issue mortgage insurance 
commitments, and endorse mortgages for msurance., 

At the outset, it was necessary to familiarize myself with the or 
ganization and its problems with due regard to the President’s pro 
gram to promote both efficiency and economy. Because FHA’s work 
is done in the field offices, as my first task T undertook to become 
familiar with their operations. T visited 24 field offices during the 
first 7 months, 

In the course of the year, 45 new field directors were appointed to 
fill vacancies created by resignations and normal attrition, An as 
sistant to the Commissioner, a regional director, and three Assistant 
Commissioners were appointed to fill vacancies which occurred during 
the same period. Between April 1958 and April 1954, the field per 
sonnel of FHA were reduced from 4,100 to 3,600. These figures are 
approximate and are based on my recollection. 

With a view to improving FH A’s overall efficiency and the economy 
of its operations, T caused an independent firm of management con 
sultants from Philadelphia to be employed to make a job analysis and 
an efficiency survey. This study was conducted in the Washington 
office and in the Philadelphia district insuring office as an example of 
a field operations. This survey was completed at least 3 months ago 
and the recommendations it contains for improving FHA and making 
it » more businesslike organization, together with the comments and 
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suggestions of the Bureau of the Budget, are in the process of being 
put into effect. 

During my term as Commissioner, FHA returned to the Treasury : 
Department all funds which the Government had advanced to FHA, ‘ 
plus interest. The total was $85 million, including $65 million of 
funds which had been advanced prior to 1940 to start FHA in business, 
and $20 million in interest. The interest was figured at a rate of 214 
percent. The Government, as a result, no longer has any cash invest- 
ment in FHA, 

As of the present moment, it has paid all of its operating expenses ; 
it has repaid all advances to it by the United States Treasury, with 
interest; and it has accumulated over $300 million in reserves. In 
addition, FHA will show an operating profit of approximately $100 
million during the fiscal year 1954. 

A program was carried out to revise and improve certain procedures 
in FHA in order to modernize its approach to technical matters. I 
will refer to only a few of them. 

I found that the processing of requests for technical approvals of 
new materials and methods constituted a major bottleneck in FHA’s 
operations. In April 1953, this important work was more than 6 
months behind—that is, it required more than 6 months after the filing 
of a request to obtain the necessary technical approval of a new mate- 
rial or a new method. In the course of the year, this work was 
brought up to date and it is now current. This change has been the 
subject of much favorable comment in trade publications. 

We succeeded in devising a uniform procedure among the various 
field offices for insuring loans on prefabricated houses. This had 
been an especially difficult and thorny problem, and related to one 
of the very important and growing fields of housing activity. Pre- 
viously, each district insuring office had developed its own procedure. 
There was a great deal of confusion because no two of them made 
exactly the same approach. Prefabricated houses are, of course, 
standardized and require uniform processing. The solution we de- 
veloped was fully approved by the prefabricated housing industry 

There was also the problem of modernizing the criteria for design, 
specifications, and construction techniques. These had been stand- 
ardized and even “frozen,” in some instances, for 20 years. FHA 
had been subjected to considerable criticism by architects and tech- 
nicians on this account. In order to bring this aspect of FHA’s work 
into harmony with the rapid progress in ‘the housing field during the 
last 20 years, a special treatment of the problem was : dev eloped. 

A new job classification which may be described, briefly, as that of 
architect-engineer, is being established to have charge of design stand- 
ards, specifications, and construction techniques. The recommenda- 
tion has been finalized and is before the Civil Service Commission for 
approval as one of the top jobs in FHA. I had hoped that one of the 
leading men in this field in the country would take the position; in 
fact, he promised me to take it if he had the opportunity, and expected 
to do so. 

A program was developed to make FHA effective in neighborhood 
conservation. The objective of this work is the anticipation and 
prevention of neighborhood deterioration. A special committee was 
formed by FHA to evolve a program for this purpose, and its re- 
port and recommendations were submitted to the FHA Commissioner. 
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Soon thereafter, the President’s Advisory Committee on Government 
Housing Policies and Programs was formed. 

When the committee requested FHA’s views and recommendations 
on this subject, we were ready, and supplied the President’s Com- 
mittee the report and recommendations of our committee. These 
recommendations were accepted, and are now incorporated in the 
proposed new section 220 of the National Housing Act which is before 
the Congress for consideration, This new section is generally ac- 
knowledged to be an essential element in the new urban renewal 
program. yey 

Other steps were taken with a view to making FHA a more effective 
instrumentality of the policy of Congress and the President. Among 
these, to cite only two examples, were the issuance of an order to redeem 
all callable outstanding debentures, amount to $67 million, effective 
in June 1954; and the establishment, about 6 months ago, of liaison 
with the Public Housing Administration through a full-time techni- 
cal assistant to the FHA Commissioner, in order to develop bases for 
cooperation between the 2 agencies and to assist PHA in disposing of 
its real estate. 

If I may be permitted to say so, Mr. Chairman, I look back at 
these steps with a sense of accomplishment and a feeling of pride. | 
know that every one of them strengthened the FHA and improved its 
function, and that fact has been generally acknowledged. 

So far as I have been able to learn, the committee’s concern has been 
aroused by published reports of abuses and questionable practices 
under title I and section 608, These are separate and distinct prob- 
lems, and I would like to discuss them separately, in that order, 

Title I, first enacted in 1934, relates to the insuring of commercial 
loans to homeowners for repairs and improvements. It constitutes a 
very large part of FHA’s work. More than 17 million such loans have 
been processed and insured, totaling $7 billion and involving 6,000 
lenders. 

Senator Dove as. Mr. Hollyday, would you permit me to ask a 
question, there? If my arithmetic is correct, your figures would 
seem to indicate that the average loan amounted to only $400. 

Mr. Houtiypay. The average loan, Senator Douglas, last year, was 
$590. I am a little bit liberal in these figures, because they are from 
recollection and not from the record. 

Senator Dovenas. So that it was less than $600 ? 

Mr. Hotuypay. Yes, sir. 

Senator Doueras. And that created some of the administrative 
problems, because you had a large number of loans, each one of which 
was of small size? 

Mr. Hortuypay. Yes, sir, that is entirely correct, Senator. It aver- 
ages about 2 million loans a year. 

The Cramman. If the Senators will speak into the microphones, 
the people in the audience and the press can hear what is said. 

Mr. Houtiypay. It is entirely wholesome in principle, and is a highly 
desirable program from a standpoint of national housing policy. 

By its very nature, title I has presented a policing problem from 
its inception in 1934, It was one of the first problems which demanded 


my attention. Eight days after becoming Commissioner,.I testified 
before the subcommittee of the Committee on Appropriations of the 
United States Senate. 
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At that time, in the discussion of FHA’s administrative budget, I 
called attention to some facts that Mr. Greene, my predecessor, had 
brought to the attention of the House Appropriations Committee a 
few weeks earlier. As a result of personnel cuts, day-to-day account 
ing work, supervision, and control were falling behind at a seriously 
increasing rate. 

Senator Maynank. May I ask a question, there?) How many in- 
vestigators under title I did you have ¢ 

Mr. Hotiypay. Senator Maybank, at the time this appropriation 
was called for, there were 3 men to cover the United States, not only 
title I, but to cover all the investigations for the benefit of the Depart 
ment of Labor to see that prevailing wages were enforced, and to 
check the personnel of 5,000 employees scattered in 48 States. 

Senator Maynank. Prior to that cut, there were never more than 
five engaged, were there ? 

Mr. Hotiypay. Senator, | don’t know what they had before I came 
here. 

Senator Maysank. In other words, you had 3 people to look after 
17 million loans / 

Mr. Hontiypay. That is only part of it, Senator. 

Senator Maysankx. How many people did you have on title 1? 

Hotiypay. The 3 people, Senator, had to not only look after 
title I, but they had to look after anything that went wrong with 
5,000 employees, and their character, and they had to work for the 
Department of Labor to make sure that throughout the United States, 
in all multiple housing, the law was being obeyed with respect to the 
payment to laborers of the prevailing rate. 

The Craiman. You could also call on the HHFA staff, could you 
not? Either Administrator Cole or Administrator Foley. You could 
call on them, could you not ¢ 

Mr. Honiypay. Our staff, Senator, was for our purpose and for 
handling FHA matters. 

The CHamman. But they had a small staff that you could have 
called on? 

Mr. Hotiypay. I don’t know what their staff was, and it was never 
used. 

The Cuairman. We are trying to get the facts, here, and see what 
we ought to do to avoid recurrence of what has been alleged. I 
see Mr. Greene back there. 

Mr. Greene, how many inspectors did you have when you were 
Administrator? Will you answer that, if you can ¢ 

Mr. Greene. As Mr. Hollyday said—— 

The Caiman. He said he had three. How many did you have? 

Mr. Greene. We had three. 

The Cuairman. You had three, too? 

Mr. Greene. When we had to police the prevailing wages, we had 
to take all of our inspectors and put them on that work, and for a year 
or more no inspector handled any title I matters. 

Senator Maynanx. Is it not a fact that this inspection or check was 

supposed to be made locally and that the lenders should have looked 
more closely into these moneys that they loaned, in an effort to see what 
was being done? 

They got commissions for doing it, didn’t they ? 
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Mr. Greene. That is right, and in the majority of cases, the lending 
institutions did a very acceptable job. 

Senator Maypank. I agree thoroughly. I am not condemning 
them. I am just leading up to the fact that some didn’t do so well. 
Is that right / 

Mr. Greene. That is right. 

The CuarrMan. Let me ask you this question, Mr. Hollyday. Did 
vou ever call this matter that you call an inefliciency or deficiency to 
the attention of this committee ‘ 

Mr. Hotiypay. Yes, sir. 

The Cuarmman. On what occasion? 

Mr. Houuiypay. Eight days after I got here, I called it to the 
attention of the Subcommittee on Appropriations. 

The Cuamrman. Did you ever call it to the attention of this com- 
mittee, the Senate Banking and Currency Committee ¢ 

Mr. Hottypay. The record will show—I do not recall, Senator, that 
I ever did. 

The CHatmrMan. You will find that you did not, because we have 
checked the record pretty carefully. 

Senator Dove.as. Mr, Chairman, would you permit me a question 4 

The CHairMAN. Senator Douglas. If everyone who wants to speak 
or ask a question will address the Chair, then I will address you and 
they will know who is speaking. 

Senator Dovewas. That is correct. 

May I ask what was the procedure in the local investigation of loans 
made under title I? Were those inspections to be made by the local 
I HA, or where they to be made by the lender, Mr. Hollyday ¢ 

Mr. Hotiypay. I thought you were looking at Mr, Greene, Senator, 

Senator Dove.as. No, I was looking at you. 

Mr. Hotitypay. Where there was a complaint, it was sent to the 
headquarters office. 

Senator Doueias. In Washington ¢ 

Mr. Hotiypay. In Washington; yes, sir. 

Senator Doveras. But in the absence of a complaint, who certified 
these repair jobs as being entitled to an FHA loan? 

Mr. Hotiypay. That was an automatic procedure established, Sen- 
ator, in all cases. The operation is a decentralized one and left to 
the money lenders. We were not called in unless there was an allega- 
tion of an irregularity. 

Senator Dovetas. In other words, you accepted the approval of the 
local lender ? 

Mr. Houiypay. Yes, sir. 

Senator Dovetas. Without rigid inspection by FHA. You only 
‘arried out an inspection after complaint, and then this was done na- 
tionally, rather than locally, am I correct in that? 

Mr. Hotuypay. Yes, sir. 

Senator Lenman. May I ask’a question, Mr. Chairman ? 

The Cuatrman. Senator Lehman. 

Senator Leaman. When you appeared before the Appropriations 
Committee and made recommendations to the committee that you had 
only three men assigned to this work, did you ask for a larger staff to 
carry on this particular activity ¢ 

Mr. Hotzypay. Senator Lehman, I asked for it and I got it. I am 
about to show what happened in that connection. 
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Senator Bricker. Mr. Chairman? 

The Cuarrman. Senator Bricker. 

Senator Bricker. Mr. Hollyday, was there any local inspection at 
all in the local offices of the lending authority, of the utilization of the 
funds that had been loaned ? 

Mr. Hotiypay. We did not, I believe, Senator, inspect institutions 
that are Government-inspected. There were some 930 unsupervised 
institutions when I came to the FHA, and I pointed out to the Appro- 
priations Committee that during the previous year there had been 
only 9 inspections of the 930 unsupervised money lenders, and I said to 
that committee that I felt that that was like the shoemaker not putting 
shoes on his children, because the only way this insurance agency could 
protect itself was by having more inspectors. 

I am pleased to report we did get an increased number of men to do 
that particular kind of inspecting. That was auditing of those 
accounts. 

Senator Bricker. You are talking of title I, improvement loans? 

Mr. Hottypay. Yes, sir. 

The Cuarrman. Mr. Hollyday, I think it was your predecessor who 
reported in his annual report to either this committee or the President 
that he had only received, the year before, 253 complaints in respect 
to title I, and that they had dropped to 183 that year. He was con- 
gratulating himself on the few complaints. Is it not a fact, now, that 
you know and we know and the Attorney General of the United States 
knows that literally hundreds and hundreds and thousands of com- 
plaints were made? 

Mr. Hotiypay. If that is known to the people that you speak of, 
it has not been brought to my attention. 

The CuarrMan. It was a statement. We will put it into the record. 
This was at a hearing. In the year for which they were reporting, 
they said it had been reduced to 183. 

(The material referred to follows :) 


Excerprs From STATEMENT OF RAYMOND M. FOLEY, ADMINISTRATOR, HOUSING AND 
Home FINANCE AGENCY, ON SENATE RESOLUTION 26, FEBRUARY 2, 1953 


- * * * * * * 


DEALEB RELATION SHIPS 


Lenders are required to select carefully the dealers from whom they pur- 
chase notes or with whom they cooperate in making loans directly to borrowers, 
and to maintain a constant review and supervision of the business generated by 
such dealers. The dealer’s background and previous record must be thoroughly 
investigated by the lender through financial and trade channels, competitors, and 
credit-reporting agencies. If the dealer has been doing business with another 
lending institution, inquiry must be made as to the reason for changing his 
connection. Consideration must be given to the dealer’s ability to perform work 
satisfactorily. 

In addition to obtaining complete information from the dealer, the lending 
institution is required to interview the dealer personally regarding his proposed 
title I operation; to obtain an independent agency report; to make a direct 
by letter or telephone on financial and trade references; to establish (by check- 
ing precautionary measures lists and letters issued by the FHA) that the trade 
style, principal, and salesmen of the dealer applicant will, or will not, make it 
necessary to handle the paper originated on a restricted basis; to inspect the 
dealer’s place of business; and to review and evaluate all information developed 
by these steps and, if the dealer is approved for the discounting of title I 
paper, clearly indicate, in writing, the date and by whom the dealer has been 
approved. 
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The financial institution must maintain a separate record on each dealer. This 
record must contain the original investigation by the lender as well as its ap- 
proval, and must also show the number of credit applications submitted by the 
dealer, the number approved and rejected, the number of claims and a summary 
of spot checks, service complaints, and items of special interest. 

Occasionally FHA will receive a report that a dealer has committed an irregular 
or unethical act in connection with a title I transaction. Such advice usually 
comes in the form of complaints registered by homeowners which may be relayed 
through lending institutions or received direct by the FHA. All reports are 
investigated by FHA field personnel, or, in some instances, by the lending institu- 
tion involved. Any dealer whose operations are found to be contrary to the 
standards and requirements of the title I program is placed on notice that restric- 
tive administrative action will be taken unless the deficiencies are corrected. If 
the dealer fails to cooperate, all insured lenders are notified that future business 
originated by the particular dealer will be acceptable for insurance only if 
the lending institution takes certain precautionary steps such as verifying credit 
information, having the completion certficate signed in the presence of an em- 
ployee of the institution, and making an actual inspection of work performed 
on larger loans. Experience has shown that such action almost invariably 
has had the effect of protecting homeowners from any further abuses on the part 
of the dealer involved. 

During 1951, FHA issued precautionary measures letters in 273 cases. During 
1952, the number of such letters dropped to 185, indicating that definite progress 
is being made in eliminating undesirable dealers from the program. I feel that 
this progress is due in part to FHA’s continued efforts to impress upon lending 
institutions the importance of maintaining sufficient high standards for dealer 
approvals. 

* + * * * * * 

The CuamMan. For example, we find throughout all the reports a 
tendency on the part of the administrators and those handling this 
matter, when they came before our committee, to clamp down. 

I am trying to find out whether there were thousands and thousands 
of cases, as have been alleged. 

Mr. Hotiypay. If there were, Senator, those complaints have been 
available to you, and I would recommend that you bring Mr. Murphy 
of my office up here. I made pretty clear, in a somewhat colloquial 
fashion 

The CHatrman. We have had a session with the Attorney General 
and they tell us of hundreds and thousands of instances that they have 
had. ‘They have been working on them for many years and have had 
many prosecutions already. 

Mr. Hottypay. Yes, sir, I think that is the procedure. That is not 
for us to cover, with three people. I think, Senator, you see that 
would be utterly impossible. 

The Cuamman. Our point is, what we want, if we can get it, with- 
out being critical, is help from you and Mr. Greene and Mr. Foley 
and Mr. Cole and others, and the Internal Revenue Service and the 
Attorney General, as to just how widespread these allegations are. 
We want to do something in this pending bill to correct it, to see that 
it doesn’t happen again. 

I want to say, but I hate to say, that the tendency has been to play 
it down. At no time has anyone ever recommended any amendment 
to title I. It has remained pretty much the way it was written back 
in 1934. 

Mr. Houtiypay. Senator, I think you will see that I not only recom- 
mend, but I put into effect a half-dozen very important changes in 
these procedures and that I pled 

The CHarrman. You mean from an administrative standpoint? 
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Mr. Hottypay. Yes, sir. I pled with the proper authority to give me 
enough people to doa better job than we were doing. 

Senator Busu. Mr. Chairman ? 

The Cuamman,. Senator Bush. 

Senator BusH. You speak about these local lenders. Who ar 
they ¢ 

Mr. Hotiypay. Senator, they are mostly banks. 

Senator Busu. Commercial banks? 

Mr. Hotnypay. Commercial banks, State and National. They doa 
tremendous volume of business, a little bit with the individual home 
owner, but mostly with builders. 

Senator Bus. If a homeowner wants to get a loan for rehabilitation, 
is it the normal thing for him to do to go to a bank ¢ 

Mr. Houtypay. Usually he checks with the people who do that kind 
of work. 

Senator Busn. Checks with the contractor ¢ 

Mr. Hotiypay. Usually, yes, sir. 

Senator Busu. Or a dealer? 

Mr. Hourypay. I would say indefinitely we will offer 90 percent of 
the cases—these are dealer-operated loans that we are talking about. 

Senator Busu. Then does the dealer or contractor, likely, send him 
toa bank to make the loan ¢ 

Mr. Houuypay. No, sir, the procedure is shortened. The denler 
knows the procedure and he presents an FHA form to the man or 
woman to sign and says, “Now, here is this particular form. I am 
going to put on these window blinds or whatever it is, and when we 
get through, I am going to get you to come back and certify that that 
Job Was Pp rope r ly done.” 

As I point out a little later, one of the problems was that there was 
no enforced delay, so that this high-pressure fellow could go to the 
man, make a deal, go right to the bank, not tell the man that ‘the bank 
was concerned in the property at all, get money from the bank and 
move on, whereas under the provisions that are now in effect, there has 
to be a waiting period so that in the meantime, the man now, for the 
first time, gets a notice from the bank that the bank is in the picture, 
and it gives the man a chance, if there is anything wrong, to go to the 
bank and say, “I am not going to sign that because it wasn’t done 
right.” It brings the bank into the picture. 

Senator Busu. Does it bring the bank into the picture with the 
responsibility of determining whether the loan is for a fair amount 
or not? 

Mr. Hotiypay. The responsibility is on the banker, and we make 
him agree to examine the dealer and check on him and check on his 
record and be responsible to him. We do that, now. In fact, we go 
so far as to say that if a loan is bad, the builder, the contractor, will 
have to repay the money to the bank. 

In other words, we are enforcing, as I will point out in a minute, 
a new procedure to get the bank to act as its own policeman under 
the penalty of cancellation from us. It would be utterly impossible to 
inspect 2 million loans a year, even if that was all that staff had to 
do, and they had 20 times that many. It has to be decentralized, and it 
is now working, we understand. 

Senator Busn. The point I am trying to get at is that it doesn’t 
seem to me that there has been any real responsibility in connection 
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with making the loan like there would be on another guaranteed loan 
if a bank were going to make it. 

In other words, if a bank were going to make a loan to an indi- 
vidual without a Federal guaranty, it would certainly check the 
credit of the individual and size up the loan and make sure it was a 
worthwhile loan and a worthwhile project. It seems to me that the 
procedure which is followed, and which you have described here, 
and which the law provides for, does not provide for those ordinary, 
commonsense business checks before the loan is made. Is that right 
or not? 

Mr. Houtiypay. Senator, 
part of the lending institution. 

Senator Busu. That is because there is a Federal guaranty on the 
loans, so they don’t have much risk of loss or any risk of loss; is that 
right ¢ 

Mr. Horiypay. I think that is a very important part of this pic- 
ture. What we do is to make the bank enter into an agreement whereby 
they will take those steps. If they don’t take them, we have the right 
to cancel them. Our connection with the bank has to be used very 
carefully, because the cancellation of a contract with a Federal agency 
could start a run on a bank, but we find that there is real coopera- 
tion and, particularly when we enforce that cooperation, it prevents 
some of the wideawake and uninformed branch bank managers from 
making too many deals that, frankly, they should not have made, 
in an effort to make a record. 

Senator Busu. But up until recently, at least, there has been virtu- 
ally no restraint upon the bank, no compulsion that they should see 
that they are making a sound loan. 

Mr. Hotiypay. No, Senator; that very definitely is a statement I 
could not go along with. There has been a procedure. It didn’t work 
as well as it should. Without stopping the business, you could put so 
many restrictions on that you could stop the business and they would 
sav. “Well, we will just go ahead and do this ourselves.” 

We put enough restrictions on—and I will point that out in a 
minute—to not injure the business, but to tighten up a great deal on 
the barn door before the horse was stolen, and not spend our time 
trying to catch the horse with very few policemen, after the horse 
had been stolen. 

Senator Bus. Do you intend to make any recommendations to 
the committee for any changes in the law that will require a tighter 
supervision in connection with making these loans ? 

Mr. Hottiypay. I certainly do not. 

Senator Busu. You don’t intend to do that ? 

Mr. Hotiypay. No, sir. I think that what we have done in con- 
junction with the trade and upon their advice with the people that 
administer this—and they are the experts. They agree that this will 
work. 

The Cuarman. Mr. Hollyday, did you say that you feel that the 
law is strong enough and good enough and should not be amended ? 
Mr. Hotrypay. I think the problem is an administrative one. 

The Crarrman. Then you have no recommendations whatsoever 
for strengthening the law? 

Mr. Hotrypay. I recommend the law be let alone. 
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The CuatmMan. Just as it is? 

Mr. Hottypay. Yes, sir. 

The Cuarrman. Don’t you know that this law was passed in 1934 
by Congress and became a law in January of 1935, and its specific 
purpose was just one—to create jobs? 

Mr. Hotiypay. Yes, sir. 

The Cuamman. It was a depression measure. At the time, it was 
specifically stated that it was to be for just 2 years, and 2 years only. 

Mr. Hotiypay. Senator, that is a pretty important part of the 
economy, and the people who run it or are interested in the economy 
have worked with us to provide administrative control, which I think 
is the proper way to do it. 

The Cuatrman. I am not being critical. We want to get your 
opinion. Your opinion is that the law does not need any change ? 

Mr. Houtypay. I didn’t say that, Senator. I want to say that I 
would let the law alone. I don’t know that any law might not be 
improved, but I wouldn’t ask for it. 

The Cuatmman. I didn’t intend to intimate that we would elimi- 
nate the law. I will put my question to you again. Do you think 
that the law ought to be amended in order to eliminate, as far as pos- 
sible, the irregularities that have been occurring ? 

Mr. Hotzypay. No, sir. The trouble is not with the law. The 
trouble is with the absence 

The Cuatrman, The administration ? 

Senator Busu. Mr. Chairman? 

Mr. Houtypay. With the absence of people to do the policing. 

The Cuarrman. Then the trouble has been with the administration 
of the law? 

Mr. Hotuypay. The administration and the absence of enough peo- 
ple to do the job. 

The Cuarrman. Yes. 

Serator Bricker. Mr, Chairman ? 

The Cuarrman. Senator Bricker. 

Senator Bricker. May I ask just one question? Do you think that 
the penalty sections, as applicable to title I, are adequate for the pro- 
tection of the public against the misuse of the money # 

Mr. Hotiypay. $5,000 and the penalty of being cut off by a Federal 
agency of an ability to take advantage of it is, in my opinion, ample. 

Senator Bricker. Then it comes to a matter of enforcement. 

Mr. Hotiypay. Yes, sir. 

Senator Busu. Mr. Chairman, I would like to pursue that just a 
bit further. 

The CuatrrmMan. Senator Bush. 

Senator Busn. In connection with these loans, what form does the 
Government guarantee take? Does it guarantee each loan or the 
portfolio of loans? 

Mr. Hottypay. The latter is correct, sir. 

Senator Busu. Do you think it would strengthen the situation 
and make the banks or lending institutions more responsible if the 
guarantee applied to a portion, say 80 or 90 percent, or whatever 
percent, of each individual loan, rather than to the total portfolio, so 
that the bank has a stake in checking each individual loan? 

Mr. Hottypay. I think it certainly would. As to whether it would 
be workable, I don’t know enough about the business. 
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Senator Busu. If they guaranteed the portfolio, it would certainly 
be just as feasible to guarantee each individual loan so that the bani, 
in making a loan, would make a loan just as it makes unguaranteed 
loans. It would at least realize that it has some of its own money at 
stake in this proposition. 

Mr. Houtxypay. I tried to get that same result in a little different 
way, and so far, I have not been able to accomplish it. I asked these 
gentlemen if they would not coinsure, with the Government, starting 
off, say, at about 5 percent, those that had very good record. It 
wouldn’t cost them anything. Those that weren’t as careful as they 
should be, would be denied insurance. On a loan where there would be 
a $300 fee and 5 percent loss would only be $15 against that particular 
account. I think that is what you are driving at. 

I couldn’t sell it to them. They said it would interfere with their 
bookkeeping. ‘They felt very definitely, as experts in consumer bank- 
ing, that the recommendations that we put in after a study with them 
for a number of months, with the seven vice presidents of banks 
that had specialized in consumer banking—they said, “We think this 
thing will work.” 

It went into effect December 1, and if they know their business, and 
I think they do, it should work. 

Senator Busu. Let me ask one more question. If a bank has out- 
standing $100,000 worth of these small loans, let us say, what is the 
maximum loss that the bank could sustain under the circumstances / 

Mr. Hotziypay. They are protected up to $10,000. That is, 10 per 
cent of their portfolio, the amount that they have put in. They get 
10 percent on each loan that is made. As it goes on, I will not get into 
the mathematics of it and I am not too sure that I know. 

Senator Busu. Well, 90 percent of their loan is at risk, if you take 
it at one loan. They have got 90 percent of their whole portfolio at 
risk. The other 10 percent is guaranteed by the Government. Is 
that right? 

Mr. Hottypay. I can’t say that is correct, because that 10 percent 
builds up. It is 10 percent at any one time, but at the end of 5 years, 
you are getting the benefit of that reserve until it gets so large that 
we cut it off. 

Senator Busu. So the guarantee is cumulative as time goes on and 
their protection goes to protect the banks against future losses; is 
that right ? 

Mr. Hottypay. The banks just don’t have lossess, Senator, under 
this deal. Our claims over the entire period would average about a 
dollar and ninety cents. As of the present time, the claims, them- 
selves, are only running 0.78 percent. They just don’t lose. 

Senator Busu. So while the loans may have been too large, as 
seems to be the case, in connection with improvements, nevertheless, 
the credit has been good enough so that the total losses haven’t 
amounted to very much ¢ 

Mr. Hottypay. It is a very profitable operation for both the banks 
and the institutions, but there is no—I have never heard that there 
has been overselling. That is one of the troubles. There has been 
misrepresentations and overselling. The average last year was $590. 

Senator Busu. So that the burden of the overlending has been ab- 
sorbed by the borrower, by the fellow who wants to improve his home ¢ 
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Mr. Hotiypay. There is no overlending. It is a question, maybe, 
of overselling, but not overlending. 

Senator Bus. Well, overpricing or overlending. If it is over- 
priced, it is overloaned, because the loan is presumed to cover the 
amount of the improvement. 

Mr. Houiypay. Your protection there is the individual’s credit. 
The problem arises from misrepresentation of what the thing will do 
and improper workmanship, in some cases, and then, basically, it is 
an overselling operation and misrepresentation of the dealer. 

We have tightened that up very materi: ally, so that the bank now 
has to be very responsible and can’t do business with a dealer who 
doesn’t work responsibly. 

The Cuamman. Mr. Hollyday, of course, there is no question but 
what the banks are protected almost up to 100 percent. ‘There is no 
question about that. But the problem involved here has been the 
people that borrowed the money, the homeowners. They are the 
ones that have been complaining, because naturally, if they borrow the 
money, they have to pay it, because they are good for it. If they do 
not pay their debts, somebody may sue them. 

Senator Mayeank. Will the chairman yield? 

The Cuamman. The thousands of complaints that have been called 
to my attention by different departments of the Government show that 
it is the public or the homeowner who has been hurt. Is that correct ? 

Mr. Hotiypay. Yes, sir. 

The Coarrman. Not the banks. 

Mr. Hotiypay. Yes, sir, absolutely. 

The Cuarrman. I want to ask you one question again. You said 
«2 moment ago that in your opinion it was not necessary to change 
the law, title I. 

Mr. Houtypay. Yes, sir. 

The Cuarrman. That it was a good law? 

Mr. Ho.ttypay. Yes, sir. 

The Cuarrman. And that the problem was one of administration? 

Mr. Hotiypay. Yes, sir. 

The Cuarmman. And that up to this time you haven’t had sufficient 
people to police it? 

Mr. Ho.xypay. Yes, sir. 

The CuamMan. That is one of the weaknesses of it ? 

Mr. Houttypay. Very definitely so. 

The Cuarrman. Senator Lehman. 

Senator Lemman. Mr. Chairman, I want to return to this question 
of inspection for a minute. I have been told that in most cases, the 
lender will pay the money to the building firm only when the home- 
owner, himself, signs the FHA form that the work has been completed 
to his satisfaction. Is that correct? 

Mr. Hottiypay. Yes, sir. 

Senator Lenman. Under those circumstances, is it not a fact that 
the certification of the homeowner seems to be substantially the only 
inspection applied to title I? 

Mr. Hotuypay. Yes, sir, that is correct. 

Senator Lenman. The banks or the FHA do not make any inspec- 
tion whatsoever to determine that the homeowner has received value 
for the mortgage or the obligation which he has assumed ? 
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Mr. Hotiypay. Insofar as FHA is concerned, Senator, that is en- 
tirely correct. With regard to the bank, wherever the loan, I under- 
stand, gets in the neighborhood of $1,000, the banks do make inspec- 
tions. The procedure, though, normally, on these average loans, the 
banks do not. They rely on their knowledge of credit, and they do 
not make inspections. 

Senator LeHMan. May I pursue that for a minute more? In the 
case of many homeowners who haven’t any particular mechanical 
aptitude, which would be the case if I were a homeowner and seeking 
a loan, there is no way of his judging whether the amount of a 
proposed repair improvement actually is represented by the services 
that have been rendered on which he assumes a mortgage responsi- 


bility. He can’t tell, in many cases, whether a job is worth $1,000 or 
$500. Yet, ifthe bank will buy the mortgage, guarantee the mortgage, 


or take the mortgage and make payment on his certification to the 
builder, he is under obligation to repay $1,000, Is there no protection 
whatsoever provided to him by the FHA or by the lending institu- 
tions? 

Mr. Houiypay. Senator, as to his judgment between whether to 
have this work done by the ABC company or the XYZ company, or to 
have it done at all, or whether the washing machine that he is buying 
ought to be bought from one person or another, he is under the same 
situation as he would be if he went to the department store and bought 
something. It is his choice. No, sir. 

The CHatrman. Let’s correct the record. There is no mortgage 
given in this instance. There are straight notes, but they are not 
chattel notes, they are not mortgage notes, 

Senator Lenman. No, but there is an obligation on the homeowner 
to pay. 

The CuHarrman. That is correct. There is no mortgage. 

Senator LenMan. It is a binding obligation. 

The Cuamman. Oh, yes, it is a binding obligation, but there is no 
mortgage. 

Mr. Horuiypay. I have treated that in the way the chairman has 
indicated. 

Senator Maypank. Mr. Chairman? 

The CuarrMan. Senator Maybank. 

Senator Maysanxk. Might I add that we have been told that in some 
instances the commissions on these sales amounted to 3314 percent. 
There are a lot of things that were bought by consumers that they paid 
3314 percent commission on. We were told that by the Justice Depart- 
ment. 

We can’t correct that in some sort of legislation, a 3314 percent com- 
sion? 

Mr. Hotiypay. Senator,no. You can’t protect somebody that over- 
buys or gets overcharged that is going out and buying a refrigerator 
or a front door. 

Senator Maypank. But this is a Government-guaranteed loan. 

Mr. Houttypay. The Government guaranty is to the bank, that if 
they behave properly and do a sensible job, there is no possible way 
that we can protect an individual against himself from overbuying. 

The CHarrman. Mr. Hollyday, we have got to find a way to do it. 
When these salesmen and dealers and bankers go to these homeowners 
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and say this is FHA, meaning it is the Government, then these people, 
I think, have a right to believe that they are going to be treated 
honestly and squarely, and that the American Government is behind 
it. That is the weakness of it. I would agree with your statement, if 
it were a straight business deal. But here the Government is entering 
into it. We have got to find some way to protect these homeowners. 

Mr. Hottypay. Senator, the Government cannot stand at this wom- 
an’s door and protect her from overbuying on a $500 deal. 

The Cuarrman. No, of course they cannot. But we have some ideas 
when we get through on this. Senator Frear. 

Senator Frear. I would just like to ask Mr. Hollyday, Mr. Chair- 
man, what agreement does the FHA enter into with a commercial 
lending institution regarding these FHA title I loans? 

Mr. Hotiypay. Suppose I read it. 

Senator Frear. I would just like to have a brief explanation by 
you. Is it written or is it oral, or do they have to sign a contract? 

Mr. Hotrypay. It is a very binding and tight agreement with every 
one of them. 

Senator Frear. And you do that with each lending institution ? 

Mr. Hotiypay. Oh, positively. 

Senator Frear. In the guaranty or the insured part of the port- 
folio, as I understand it, it is a combined aggregate of loans made by 
this particular lending institution which the Government insures, and 
they take an insurance of 10 percent of the portfolio, not 10 percent 
of each individual loan? 

Mr. Hottypay. That is correct, but there is a gradual writeoff, the 
workings of which I don’t know, which keeps from building up to 
a point where the bank has 100 percent reserve. 

Senator Frear. That is what I am leading up to. Suppose that 
any lending institution was wiped out 100 percent as of X day or a 
particular day. They would not lose 90 percent had they been in 
business over a period of time and had accumulated some reserves. 
You would permit them to offset this loan, to take the accumulated 
reserves plus the 10 percent FHA-guaranteed money ? 

Mr. Hottypay. Adjusted over a period of years, because if we 
didn’t adjust it, in 10 years time it would be 100 percent, so we pull 
itdown. The way we pull it down, I don’t know. 

Senator Frear. But at that X-day, whatever that amount was, if 
you had not adjusted it recently, you would permit them to take that 
reserve against any loss up to that point? 

Mr. Hoxiypay. Yes, sir. 

Senator Frear. Plus the 10 percent that you guaranteed ? 

Mr. Hotiypay. The loss is set up against their accumulated 10 
percent of the business that they do from time to time. That grad- 
ually builds up and up. 

Senator Frear. Yes. In their past reserves of a $100,000 portfolio, 
as was mentioned by Senator Bush, if they had built up $13,000 worth 
of reserve and they had a complete loss, the only loss that they would 
have would be that difference between 100 percent, or $100,000, and 
$13,000, or $23,000, or the lending institution would suffer a loss of 
$77,000 and not $90,000 ? 

Mr. Hottypay. May I make it a little bit simpler? Suppose there 
was a $10,000 loss, and they have $13,000 in their portfolio. They 
don’t lose anything, because they still have a $3,000 reserve. ; 
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Senator Frear. That is right. But what I am trying to get up to 
is something where the bank would have a loss. In that instance 
that you cite, the bank would not have a loss. 

Mr. Hottypay. The individual losses would be charged against the 
total reserve, and if there were a couple of substantial losses, you 
could wipe out the reserve, particularly in the early years. 

Senator Frear. To answer my question, you have stated that the 
banks apparently have not had losses on the 10 percent insurance or 
ruaranty, to which I agree. But ot that something should 
anaste to these loans and the time would come when you would not 
be able to pay back all of your Government money plus interest on 
an insured basis, and some loss would be sustained. Then the lending 
institution is subject to a loss, is it not? 

Mr. Hontypay. Yes, sir. In such a case, they do become a co- 
insurer. I am sorry sir, I didn’t get your point earlier. 

Senator Frear. That was the question. You had proposed the plan 
as a coinsurer ¢ 

Mr. Hotiypay. I did, and it seemed to the banks, as of the present, 
time, at least, a little unworkable because of the cost of bookkeeping. 
When you are dealing with 2 million loans a year, any change in 
bookkeeping and any change in the procedure of consumer banking-- 
they just won’t apply it. 

Senator Frear. Just one final question, Mr. Chairman. 

The Cuarrman. Senator Frear. 

Senator Frear. Let us assume a person owns a house valued at 
$10,000, with no mortgage on it, and they want to do a repair job on 
it, They come to FHA for a guaranty, or an insured part of that 
mortgage, and it is estimated that the repair costs will be $2,000. The 
bank, or the lending agency, if it is insured by FHA, does not put a 
mortgage on that property. 

Mr. Hottypay. Not under title I. 

Senator Frear. That is what we are speaking of. 

Mr. Hotiypay. I can assure you, Senator, they would certainly 
make an inspection and see that the work that was going to be done 
that they were protected for was—and that the credit was good. They 
would look into any case where, as the thing Senator Capehart was 
interested in—when you get above $1,000, these institutions check on 
the whole deal. To that extent, they give protection to the homeowner. 

Senator Frear. But someone who owned a $10,000 house and asked 
for an FHA-insured rehabilitation mortgage on it of $2,000, they 
could certainly say that the property is worth $2,000, even though the 
amount spent on it or the cost of the rehabilitation was only $1,000. 

Mr. Hottypay. Yes, sir. 

Senator Busu. Mr. Chairman, I have one more question on this same 

int. 

The Cuarmman. Senator Bush. 

Senator Busu. Let me see if this is right, Mr. Hollyday. Ifa bank 
sarries a portfolio of these loans of approximately $100,000, turning 
over, and it averages $100,000 over a period of 10 years, that insurance 
guaranty fund would set up at the rate of 10 percent a year, so that 
at the end of 10 years, the bank might have a reserve of guaranty in 
the amount of $100,000? Is that right? 

Mr. Hotiypay. No, sir, it isn’t. It would if we did not do what we 
do, and that is, as you go along, we take down an average of about 
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20 percent a year. We take that down so as to not have a reserve 
built up that would make it impossible for the bank to have a loss if 
we didn’t cut down. 

Senator Bus. On the basis of taking it down at the rate of 20 per- 
cent a year, at the end of 10 years, it wouldn’t have $100,000, but it 
would have $80,000? 

Mr. Houiypay. Well, if you adjust each year’s business on an 
accrual takedown, I don’t know the ratio that we apply. But the 
banks have complained and some of them have dropped out of busi- 
ness because we do what I am talking about to such an extent they say, 
“We don’t have enough reserve 

I don’t know enough about the business to tell you what we do, but 
we apply the system to such an extent that some of the banks claim 
they don’t have enough reserve. The details, I am afraid you would 
have to get from the staff. 

Senator Bricker. Mr. Chairman? 

The Cuarmman. Senator Bricker. 

Senator Bricker. Just one question. You mentioned a moment ago 
when you were talking about the coinsurance that you were insisting 
upon getting at 5 percent, you said you had a conference with 7 of 
the banks. What were those banks? 

Mr. Hotiypay. We picked seven. I know them by people rather 
on by the names of the banks. They were from C hic ago, Memphis, 

San Francisco, New York, and Minneapolis. They were the vice 
residents of these respective banks that specialized in consumer 
ain They are the ones who do a great deal of business with us. 
It is a pretty highly standardized and specialized form of banking. 
These men were most helpful, Senator, when I pointed out to them the 
problem that we were facing, which i is the one we are now discussing 
right here, which I did in June. They set up these precautionary 
measures which had not been used before, and which are now in effect, 
and which went into effect December 1, and which they thought were 

very good indeed. 

In fact, they were presented to the President’s Advisory Committee 
on this point, and they said, “This setup you have made is sufficient] 
good. You can stop and need not work further on the problem.” 
That is what I was about to get into. 

The Cuarrman. Mr. Hollyday, we don’t need to worry about the 
banks. They are fully protected under this. We don’t need to eesty 
about them at all. The Government, I think, is pretty well protected, 
too. The problem is to avoid having the homeowner, the public, 
fleeced out of a lot of money. That is our problem and that is where 
we want your help. How can we set this thing up, how can we write 
the law to avoid property owners being in trouble? 

For example, a man just stepped up to me a minute ago and would 
like to testify, and I think we will let him testify later, on how he was 
fleeced out of $1,400 right here in Washington, right under our noses, 
your nose, and other people’s noses. I don’t know what happened, 

e didn’t say. We are getting hundreds, and I am afraid it will run 
into thousands and thousands of cases. I had a meeting with Justice 
Department Friday. What I can’t understand is why the depart- 
ments of this Government have not called this to the attention of this 
committee. 
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They never have called it to the attention of this committee. 
Senator Bricker. They hid it. 

The Craiman. In fact, it has been the opposite. The depart- 
ments that have been appearing before this committee have played it 
down and denied it. Lam not being critical. You have only been 
there a year and this has been going on since 1935. There is nothing 
new about it. 

Mr. Hotuypay. I would like to tell you what I have done about it. 

The Cuamman. We want to listen to it, but I just want to make 
certain that we don’t get off onto the banker angle. The banker is 
well protected. 

Mr. Hotiypay. The banker is the man you have to use, Senator, to 
keep the fellow from fleecing the woman. 

The Cuatrman. What I want to find is some way to protect the 
people. That is the job of Government. The job of Government is 
protecting its people against the unscrupulous. 

Mr. Houtypay. Yes, sir, I think that is exactly what we have. 

The CramMan. That is what we want to find out, how we can do 
that. 

Mr. Hotiypay. I think we have done it. 

The Cuarrman. Thank you. 

Senator Douglas. Mr. Chairman? 

The Cuatrrman. Senator Douglas. 

Senator Dovenas. I don’t want to delay Mr. Hollyday’s statement. 
If the chairman would prefer to have the witness go on, I will not ask 
this question. But there is a question that I would like to ask on the 
interest charges under title I, if that is agreeable to the chairman. 

The Crarrman. I see no reason why we should not get into these 
things as fully as every member of the committee cares to, as we go 
along. You proceed. 

Senator Doveias. Do I understand, Mr. Hollyday, that the interest 
charge is 5 percent on these loans? 

Mr. Houtypay. No, sir. It is 5- percent discount. 

Senator Doveras. It is 5 percent on the principal, but principal is 
paid off in small amounts averaging 30 months? 

Mr. Hotiypay. At common interest, the individual pays, en a 
common-interest basis, about 9.6 percent. 

Senator Doveras. That is the point I wanted to establish: that 
though it is 5 percent, the 5 sn is reckoned on the principal, 
and ‘that, with a declining obligation, this amounts to virtually 
double the nominal rate of interest. Is that not true? 

Mr. Houtiypay. Yes, sir; that is true. 

Senator Dovenas. Have you ever thought of having the interest 
rate fixed on the amount of the outstanding balance, so that the 
homeowner would know what the interest rate is that he is paying? 

When builders come to him and tell him that the charge will only 
be 5 percent, he doesn’t realize that it is 9.6 percent. Have you 
ever thought that the interest rate should be upon the outstanding 
balance owed, rather than on the principal? 

For instance, in the last month, take your average loan of $600, 

aid off in 30 monthly installments. The last month leaves only 

20 outstanding. The 5 percent is reckoned not upon the $20, but 


upon the $600 of the original loan ; is that not true? 
Mr. Hotrypay. Yes, sir. 
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Senator Dovexas. Isn’t that a weakness in virtually all installment 
selling on durable consumers goods, where the amounts are large, 
that there is a concealed interest rate which the buyer and borrower 
doesn’t know about? 

Mr. Houtiypay. Well, Senator, that is true; but there is a big “but” 
that comes right along with that. The “but” is that if you put it 
on a simple-interest basis, then you have got to make examination 
charges and fees, and for the average loan, the buyer will come out 
on about the same basis. 

Senator Dove as. I am not concerned at the moment with what the 
rate of interest should be, and it may be that the rate of interest should 
be higher on these small loans, because of the cost of servicing. 

Mr. Hoxtypay. It has to be. 

Senator Doveras. But I think it is important that the borrower 
should know what interest rate he is paying. In this case, the bor- 
rower thinks he is paying 5 percent, but as you correctly say, he is 
really paying 9.6 percent, and he doesn’t know that. 

Wouldn’t it contribute to a better situation all around if the inter- 
est rate were reckoned upon the outstanding obligation rather than 
upon the principal which at some times he has more than paid up. 
He is paying on a nonexistent debt, in other words ? 

Mr. Hotxypay. It would be certainly fairer to point out to anyone 
in consumer banking that when you are on a discount basis, you are 
paying, as you say, nearly double the quoted rate. 

Senator Dovcras. As a matter of fact, you spoke of overselling, 
namely, getting a man to make repairs which he could not afford or 
charging him more for repairs than he actually received in value. 
Is not one of the factors which enables this overselling to take place— 
not the only factor, but one of the factors—the belief on the part of the 
borrower that he is only paying 5 percent, when, as a matter of fact, he 
is paying 9.6 percent? Doesn’t this really lead to overselling and 
overbuying, as ree say ¢ 

Mr. Hortypay. I don’t believe that the question of interest rate to 
the individual who is buying an article—frankly, the charges in that 
form of merchandising are pretty high because, I presume, of the cost 
of operation. I doubt that there would be much of a change or that a 
change in interest rate would make much of a change in buying. 

The problem lies in the character of the dealer and in the telling 
of the individual to do some shopping with what 

Senator Doveras. The purchaser is supposed to and does think 
about cost. On a $600 loan at 5 percent interest on the principal, he 
will pay $30 a year. If it takes him 2% years to pay off the principal, 
that is $75 in interest. If he thinks he is only paying 5 percent, but 
in reality he is paying almost 10 percent, that is an overcharge of 
around $36 more than he thinks he is paying. 

So that is 6 percent of the original cost of the repairs, or alleged 
original cost of the repairs. I want to say that this is common prac- 
tice in installment selling. I certainly do not want to castigate either 
you or your predecessors for falling in with what is the prevailing 
practice in the case of automobiles and a lot of other things. But I 
have long felt that this was a weakness in installment selling and that 
there were hidden costs which the purchaser and borrower did not 
know about and which the selling and lending agencies really con- 

saled from them. 
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I have felt. that the public, at least, is owed an obligation to make 
the terms clear and understandable and then let the rate of interest 
be what it is. But don’t let them pass off a high rate of interest as a 
low rate of interest. 

Mr. Horiypay. Thank you. Senator Capehart—— 

The Cuarrman. Will you yield one moment? Without objection, 
I would like to place into the record at this time the Executive order 
by the President setting forth the terms under which he turned over 
these 1,149 names under section 608. 

(The Executive order referred to follows: ) 


QXECUTIVE ORDER 


INSPECTION OF INCOME, EXCESS-PROFITS, DECLARED VALUE EXCESS-PROFITS, CAPITAL 
STOCK, ESTATE, AND GIFT TAX RETURNS BY THE SENATE COMMITTEE ON BANKING 
AND CURRENCY 


By virtue of the authority vested in me by sections 55 (a), 508, 608, 729 (a), 
and 1204 of the Internal Revenue Code (58 Stat. 29, 111, 171; 54 Stat. 989, 1008 ; 
55 Stat. 722; 26 U. S. C. 55 (a), 508, 603, 729 (a), and 1204), it is hereby ordered 
that any income, excess-profits, declared value excess-profits, capital stock, es- 
tate, or gift tax return for the years 1942 to 1953, inclusive, shall, during the 83d 
Congress, be open to inspection by the Senate Banking and Currency Committee, 
or any duly authorized subcommittee thereof, for the purpose of its investiga- 
tion of loan projects under section 608 of Title VI of the National Housing Act, 
as added by the Act of May 26, 1942 (56 Stat. 303), as amended, and the amounts 
of the mortgages, the cost of construction, and the cost of land of such projects 
in accordance and upon compliance with the rules and. regulations prescribed 
by the Secretary of the Treasury in Treasury Decision 6064, relating to the in- 
spection of returns by certain committees of the Congress, approved by me 
February 11, 1954. 

This Executive order shall be effective upon its filing for publication in the 
Federal Register. 

Dwieur D. EISENHOWER. 

THe Wuire Hovss, April 19, 1954. 

Mr. Hotrypay. I would like to ask the privilege of being permitted 
to read my statement. 

The Cuamman. Yes; you may proceed. You are going to have 
plenty of time. We are going to give everybody plenty of time to be 
heard. Let me say this, that as I told you when we opened the hear- 
ings today, this hearing is really a continuation of our hearings on 
the proposed new housing bill in order that we may find out whether 
we should or should not, and if so how, improve the proposed bill to 
avoid any such difficulties as we have been reading about in the news- 
papers for the past week. 

Mr. Hotiypay. Yes, sir. 

The Cramrman. That is the purpose of these hearings. To that 
end, we ask the cooperation and help of everybody that has any know!l- 
edge on the subject, who has had any experience with it. In report- 
ing out this new legislation, we want to avoid a reoccurrence of these 
things if we can. 

We are not trying to be critical, but just to get the facts and to be 
helpful. You may proceed. 
Mr. Hotiypay. Yes, sir. 

missioner, Senator. 

As an example, I pointed out that there was then a backlog of some 
400,000 title I loans which FHA had not processed, and that approxi- 
mately $5 million in premiums on insurance of these loans remained 


This was the time when I became Com- 
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uncollected. I pointed out, also, that FHA had been obliged to forego 
virtually all mortgagee audits and most of the financial examinations 
of title I lenders dur: ing the fiscal year 1953. 

It was my recommendation that this work, which is essential to 
reduce claims, to conserve FHA’s funds and protect the public inter- 
est, should be brought into current status at the earliest possible 
moment. 

I commented that the weakening of controls of insuring operations 
was a serious threat to the long-term success of the program—first 
independent officers ee 1954. Hearings on H. R. 4663, 
page 406, April 25, 1953. I also pointed out that we had a backlog 
of cases of ieregular or fraudulent transactions which we did not 
have sufficient investigating staff to handle. 

Senator Bricker. You didn’t testify to that before this committee ? 

Mr. Hottypay. No, sir; that was before the Appropriations Com- 
mitted, asking for the money to do the job. 

I might say, Mr. Chairman, that the Senate responded by pro- 
viding an amount of additional administrative funds for FHA for 
fiscal 1954, over and above the amount which had tentatively been 
provided. With these additional funds, I am gratified to report, we 
wiped out the backlog of 400,000 unprocessed title I cases during my 
year as Commissioner, and title I loans are now on a current status 
in FHA. 

The fact that there had been abuses of title I by unscrupulous 
promoters was known to me when I became Commissioner. I under- 
took to determine the extent of these abuses and the most effective 
means of dealing with them. ‘They were small in proportion to the 
scope of the title ‘I program. It seemed to me that the effective remedy 
was to prevent them at the source. 

It was essentially a field problem, involving the borrower and the 
private lending institution whose loan FHA insured. In order to ob- 
tain the benefit of the views and recommendations of representative 
lending institutions as to corrective measures, I asked the vice presi- 
dents of seven banks which were active in making title I loans to 
come to Washington to study the problem and advise with me and my 
staff. 

The Cuarrman. Will you furnish the committee with the names 
and addresses of those banks and the officers with whom you dis- 
cussed this matter? 

Mr. Hotuypay. Yes, sir. Iwill. (See p. 1359.) 

Mr. Hotiypay. This committee first met in June 1953, approxi- 
mately 2 months after I became the FHA Commissioner. The com- 
mittee made an intensive study of the problem, and by September 1953 
had completed its report and prepared specific recommendations as to 
new regulations. These recommendations were adopted and we pro- 
ceeded to work up regulations to put them into effect. 

On October 28, 1953, I issued an order amending the existing regula- 
tions with respect to property-improvement loans in accordance with 
the recommendations of the Committee of Seven, and my own views as 
well as those of my staff. The order was duly published in the Federal 
Register, November 5, 1953, volume 18, No. 217. The amended regula- 
tions were made effective December 1, 1953. 
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I was satisfied that the amended regulations would go a long way 
toward preventing improper practices and the defrauding of home- 
owners in connection with title I loans. Others, aside from the Com- 
mittee of Seven, took the same view. The November 1953 issue of 
House and Home, one of the leading publications in the housing field, 
carried an article on the revised regulations. It is typical of the 
general reaction to the steps taken, and I would like to refer to it 
briefly for the committee’s information. 

The article was entitled, “FHA Cracks Down on Title I Repair 
Rackets: Orders Lenders To Investigate, Certify Dealers.” It said, 
in emphasizing the seriousness of the problem : 

FHA’s orders added up to a serious and probably successful effort to overcome 
what has been called the Achilles’ heel of its loan-insurance program. FHA relies 
solely on banks’ prudent lending policies to screen out bad title I loans. It 
neither investigates nor evaluates them itself before insuring. Such a task 
would cost too much, anyway. Last year, FHA insured some 2 million title I 
repair loans averaging $500 each. But because title I pays an effective 9.6 
percent interest and bears Federal insurance, many an institution was making too 
little investigation. 

That is, Senator, as you have wisely pointed out. 

The Cuarrman. You are talking about the widespread abuses here. 
Yet, you came up and asked, as did others, that we increase the limit 
from $2,500 to $3,000 in this new bill we are considering. 

Mr. Hottiypay. Senator, it doesn’t make any difference, if your 
average loan is $500 and your mean loan is $450, whether you increase 
it from $2,500 to $25,000. 

The Cuamman. Then what was the idea of taking up our time 
suggesting that it be increased from $2,500 to $3,000 ¢ 

Mr. Hotiypay. I didn’t recommend it. 

The Cuarrman,. You know it was recommended ? 

Mr. Hotuypay. Yes, sir. 

The Cramman. It was recommended by the President’s Commis- 
sion, too; was it not? 

Mr. Hottypay. Yes, sir. 

sy last spring, hot-shot and high-pressure salesmen were so active in the 
home-repair field that in one 8-month period, California’s State license board 
filed charges of fraud and misrepresentation against 50 construction firms. In 
San Francisco, the Better Business Bureau went to the lengths of calling a press 
conference to expose and denounce sales pitches which were leading some home- 
owners to think they would get a $1,000 mastic job free because their house 
would be used for advertising. 

The article digested the order accurately and succinctly, and tells 
very clearly what was done: 

FHA moved decisively this month to stamp out racketeering in title I home- 
repair loans (House and Home, October 1953, p. 168). Commissioner Guy 
Hollyday issued orders that: 

(1) Lenders must henceforward obtain signed applications from contractors 
doing title I business with them. These must guaranty that “ethical and proper 
selling practices will be followed,” and “immediate attention given to all com 
plaints involving materials, workmanship, or sales representations.” Deliberate 
false statements are punishable by a $5,000 fine or 2-year jail term. 

(2) For contractors with whom lenders have not done title I business in the 
last 12 months, lenders must certify to FHA that they have investigated and 
found them “reliable, financially responsible, and qualified” to do a good job. 

(3) Lenders must begin keeping records of their experience with each title I 
econtractor—showing loan volume, losses, and complaints or irregularities. 
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(4) A 6-day waiting period to be imposed before a title I contractor can collect 
from a lender for a completed job. Purpose: The lender will meanwhile notify 
the homeowner of the transaction and await squawks, if any. 

(5) FHA will insure no more title I loans where borrowers have been given 
or promised a cash payment, rebate, or commission on future sales. (These 
were some of the most frequent come-ons used by “dynamiter” salesmen of 
home repairs and improvements.) 

Senator Dovetas. Mr. Chairman, might we ask the witness to give 
a definition of the colloquialism “dynamiter” ? 

Mr. Houiypay. Well, there is a synonym, the “suede-shoe boy.’ 
They are pretty well dressed, Senator. They are very neat, and they 
are a modernized city slicker, bent on defrauding people. They will 
go from one town and one name into another town with another name 
and endeavor to sell people what we call a goldbrick in some form or 
another. They are usually smarter than the branch mi inager is. 

The Cuamman. Mr. Hollyday, how long has this been going on? 

Mr. Hotziypay. I would say around about 1934. 

The Cuarrman. When the losses started, you mean ¢ 

Mr. Hottypay. Yes, sir. 

Senator Dovenas. Well, Mr. Hollyday, these people must work in 
cooperation with some contractors or with some lending institutions, 
isn’t that true? They don’t operate in a void. 

Mr. Hotiypay. They work for the contractors for a short time and 
then they move on, because the contractor is blacklisted and he is out 
of business. 

The Cuarrman. I might say to Senator Douglas, we already have 
information and we will be able to show that banks were organized 
for the specific purpose of handling these loans and nothing else. 

Senator Lenman. Mr. Chairman, may I ask a question ¢ 

The Cuarrman. Senator Lehman. 

Senator Lenman. I am a little confused at your reply. Earlier, 
when I questioned you, you stated in response to one of my queries 
that you saw no way of protecting the homeowner in the placing of 
his contract. That he was on his own in connection with placing a 
contract for repairs in the same manner he would be if he bought an 
automobile or a refrigerator or anything else. You also testified that 
there was no inspection on the part of the banks or on the part of the 
FHA. 

In these directives which you issued in November, it seems to me 
you very definitely recognized that the homeowner has a right to 
expect to be protected, at least to the extent that if he enters into 
contractual relations with the lender or with a contractor, that he 
will be dealing with a reputable firm, one that will not mulct him. 
That is a form of protection which I understood from your earlier 
reply was not being furnished to the homeowner. 

Mr. Hottypay. May I say, Senator, your recent statement is correct 
and my impression that I gave you was an attempt to direct not. to 
the protection of the home buyer, but with regard to the prices that he 
paid for an article. I think these are destined for the protection of 
the individual, to try to protect him before the horse is out of the 
barn. 

These people think it will work. As to inspection of larger loans, I 
think all the lenders do. On the medium loan, which is around $450, 
Iam sure they don’t. That is standard credit practice. 
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This is the end of of the quotation from this article from House 
and Home: 

To make sure the cash bonus loophole was really plugged up, FHA will also 
require contractors to certify in completion certificates that no cash bonus, 
rebate or Commission on future sales has been given or promised. 

That is how a lot of these people were intrigued into this business 
by a “come on.” 

“The CuatmrMan. Mr. Hollyday, every one of these suggestions just 
make common horse sense to me. Why did it take from 1935 to 1953 
to get them into effect ? 

Mr. Hotiypay. The operation, Senator, has worked reasonably well. 
This is a very sincere attempt to prevent the very small amount of title 
I defaulting that goes on. Even in the claims, you are only talking 
about 0.79 percent. 

The Cuarmman. I am just a little bit fearful that there have been 
tens and tens of thousands of them that we have known nothing about. 
I am sorry to say it, but I think it is true. 

Mr. Hotiypay. Senator, when somebody gets defrauded, and they 
are doing business with a banking institution that is insured by FHA, 
you know about it pretty quick. 

The Caairman. I hope you are right, but IT am a little fearful. 

Mr. Hottypay (reading) : 

Contractors also must certify that all bills for labor and materials have or will 
be paid, and that they will buy back the title I loan if any of their representa- 
tions prove Wrong. 

That is the end of the quotation of the article. 

Senator Bricker. Wouldn’t it have been possible, Mr. Hollyday, 
to have required a bond upon the part of each contractor to carry out 
the provisions of this regulation ? 

Mr. Houtypay. Senator, that is a matter between the bank and the 
various dealers they do business with. I don’t know enough about the 
business. 

Senator Bricker. But you are guaranteeing the loan to the bank. It 
would be a perfectly reasonable requirement that the bank require 
such a bond before lending the money, would it not? 

Mr, Hotiypay. Senator, I don’t know, but I suspect that many of 
the banks do just exactly what you are saying. I don’t know enough 
about the business to answer your question. 

Senator Bricker. There would be no reason why you couldn’t re- 
quire it, would there? 

Mr. Hottypay. I don’t know enough about consumer banking to 
intelligently answer your question. 

Senator Bricker. Thank you very much. 

The Cuarman. The chief trouble was the banks that were organ- 
ized for this specific purpose and a small percentage of unscrupulous 
bankers and dealers and sellers caused all this trouble. As Senator 

Maybank just said, there had to be at least some collusion some place. 

Senator MaynanKk. We have heard of a case where a man was loaned 
$1,000 to pay a gambling debt. 

Mr. Hottypay. Senator, when you are dealing just in our line, 
there is a tremendous amount of business that goes on in reutine con- 
sumer banking that is not insured. We, alone, do $1 billion worth of 
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business. I suspect that there is probably at least $2 billion worth 
of business in consumer banking that we have nothing to do with. 

The Cuamman. Of course, you are going to have some crooks in 
any organization. 

Mr. Hotiypay. Certainly, sir. 

The Cuamman. They are going to make some mistakes and it is 
hard to be perfect. 

Mr. Hottypay. And it is pretty hard, Senator, to prevent a crook 
who is willing to take his chances and run out of town and that is what 
we are trying to do. 

The Cuamman. We are fearful that this has been too widespread, 
and we want to find ways and means of stopping it. We are primarily 
interested in protecting the homeowner, the man who borrows the 
money. 

Mr. Hottypay. That is exactly what I have right here. 

Senator Bricker. It is my opinion you could have tied that up with 
the requirement of a bond on the part of a bank, and then you would 
have gone further than you have gone here in protecting the borrower. 

Mr. Hottypay. Yes, sir; I can | readily see that, Senator. 

Subsequently, the entire matter of title I loans and abuses was con- 
sidered by the President’s Advisory Committee on Government Hous- 
ing Policies and Programs. The Advisory Committee’s Subcommit- 
tee on FHA and VA Housing Programs and Operations requested 
FHA to furnish information concerning the steps taken to eliminate 
the misuse of title I. By memorandum, we advised the committee 
as follows: 

This, gentlemen, is a report to the President’s Advisory Committee 


by the FHA. 


STEPS BEING TAKEN TO ELIMINATE ABUSE IN THE FHA TITLE I 
REPAIR AND IMPROVEMENT PROGRAM 


The insurance of repair and improvement loans under the provisions 
of title I of the National Housing Act is a mass-volume operation. 
Last year, approximately 2 million repair loans, averaging $500 each, 
were reported to the F ederal Housing Administration for insurane e by 
approximately 8,000 active lending institutions and their branches. 

In administering this operation, the FHA vigorously opposes the 
irregular practices of a relatively few unscr upulous dealers and sales- 
men who have taken advantage of the basic “good faith” concept on 
which the program is founded. 

Senator Bennerr. Mr. Chairman? 

The CHarmman,. Senator Bennett. 

Senator Bennerr. Mr. Hollyday, before you get too far into this 
statement, could you put a date on it ? 

Mr. -_ typay. Yes, sir. The program we announced as of No- 
vember 1, and these regulations that I am now reading went into ef- 
fect as a December 1, "1953. 

Senator Bennerr. Mr. Hollyday, we have finished with your regu- 
lations. We are now listening to a memorandum you gave to the 
President’s Committee, is that right? 

Mr. Hortypay. Yes, sir. 

Senator Bennerr. On what date was that memorandum submitted ? 
It is not in your record. 
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Mr. Hotiypay. I am sorry, sir. I would say very close to the lat- 
ter part—somewhere in the latter part of November or the early part 
of December. 

Senator Bennerr. Of 1953 ¢ 

Mr. Hotiypay. Yes, sir. 

Senator Bennett. Thank you. 

Mr. Hottypay. With the objective of eliminating any misuse or 
misrepresentation, and at the same time maintaining a practical lend- 
ing operation, the Commissioner has amended the title I regulations 
to— 

1. Require that approval of the dealer by the lending institution 
he evidenced by an application signed and dated by the dealer on a 
form furnished by the Administration. The lending institution must 
investigate all dealers from whom it has not purchased notes during 
the last 12 months and must certify that it has found the dealer to be 
reliable, financially responsible, and qualified to perform satisfactorily 
the work to be financed and to extend proper service to the customer. 

The Cuarrman. Will you yield there? 

Mr. Hotiypay. Yes, sir. 

The CuarrmMan. The dealer, of course, sells these notes without 
recourse, does he not, to the bank? The dealer gets completely off the 
obligation ¢ 

Mr. Hotiypay. I think that depends, Senator, on the bank. 

The Cuamman. But in most cases, he is relieved of any further 
obligation ? 

Mr. Houtiypay. I do not know the answer to that question. 

The Cuarrman. Will you find out and let us know? I think you 
will find out that he is 100 percent relieved in 99 percent of the cases. 
It seems to me that the Government ought to operate its business just 
like private people operate their businesses, which means that if a 
dealer sells the homeowner $1,000 worth of siding for the house on 
30 months, that the dealer ought to stay on that note until it is paid. 

He has to do it if he goes to the bank himself to borrow the money 
or borrows it from a finance company or sells his receivables. He must 
stay on it until it is paid. The dealer, of course, is the man who sells 
the paint, the siding, or whatever it is. He is the dealer. He sells 
it in X case for $2,000 on 30 months. Why shouldn’t he remain on 
the paper until it is paid?) He would remain on the paper if it wasn’t 
sold under an FHA guaranty. 

Mr. Hotiypay. Senator, here is what he has to do. 

Contractors must certify that all bills for labor and material have 
or will be paid—— 

The CuarrMan. This is your new regulation / 

Mr. Hottypay. Yes, sir. 

The Cuamman. This is what you recommended ? 

Mr. Hotiypay. This is what is now in force. May I finish? 

The Cuairman. Wait a minute. Let’s get back to my question. 
Why shouldn’t the dealer be required to remain on that paper until it 
is paid? 

Mr. Hotiypay. I don’t know that there is any difference between 
“required to remain on the paper,” and do what he has to do, and that 
they will buy back the title [ loan if any of their representations prove 
wrong. 
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The Cuarrman. That is rather hard to prove, is it not? Why do 
you want to go to all that trouble? Why not just have him guarantee 
the loan? 

Mr. Hotiypay. That is up to the bank. That is their business and 
they do that. 

The Cuarmman. I wish you would give a lot of thought to this and 
advise us on it a little later, because it is one of the things we are think 
ing of possibly doing to strengthen this whole bill. 

Mr. Hotiypay. I think it is right here. 

Senator Bricker. If there were a bond required, you would have 
a built-in inspection system, wouldn’t you? Then it wouldn’t matter 
whether he was off the note or on the note. 

Mr. Hotiypay. I don’t know the reason—it would seem to me a bond 
would be a good thing, Senator. It looks good to me. I don’t know. 

The Crarrman. I think it might well be good, but I don’t think it 
is quite as good as having him simply endorse the note. That is what 
he has to do if he is doing business privately without the Govern 
ment’s support. 

Mr. Hotiypay. I don’t know how they guarantee. It may be 
through bank endorsement or not. But if there is misrepresentation, 
the contractor has to refund. 

The Crarrmman. If I sell you $2,000 worth of siding, and you give 
me a note for 30 months, and I want to go to the bank and discount 
it because I need the money, I endorse the note and stand back of it, 
do IT not? Why shouldn’t that same principle apply, even though the 
(iovernment is guaranteeing at least up to 10 percent of that? 

Mr. Hotiypay. I think under this regulation, Senator, it does. 

The Cuarrman. I hope it does. 

Mr. Hontiypay. 2. Require that the lending institution maintain a 
loan record of its experience with its approved dealers that will re- 
flect the volume of loans purchased, losses sustained, and any com- 
plaints or irregularities. Such record shall be considered in deter- 
mining the future financial relationship with the dealer and shall be 
available for inspection by the FHA. 

3. Require the lending institution to deliver a notice to the borrower 
of the approval of his credit application at least 6 calendar days prior 
to disbursing the note proceeds to the dealer. The purpose of this 
notice is to inform the homeowner of the basic terms of the proposed 
credit and to give him an opportunity to contact the lending institu- 
tion if he has any question regarding the transaction. 

t. Make a loan ineligible for insurance if the lending institution 
has knowledge that as an inducement for the consummation of the 
transaction the borrower has given or promised a cash payment or 
rebate or it has been represente ed to the borrower that he will receive 
a cash bonus or commission on future sales. 

. Require the dealer to certify in his completion certificate that 
the ‘borrower has not been given a cash bonus or promised a cash pay- 
ment or rebate, nor has it been represented to the borrower that he 
will receive a cash bonus or commission on future sales as an induce- 
ment for the consummation of the transaction. The dealer must also 
certify that all bills for labor and materials have been or will be paid, 
and that if any of the representations appearing on the completion 
certificate prove incorrect, the dealer will promptly repurchase the 
note. 
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In addition to the above amendments to the regulations, the follow- 
ing administ rative steps have been or are being taken : iy 

(a) The Administration’s investigating staff, as well as supervising 
staff, has been strengthened so as to more promptly investigate and 
correct reported abuses or irregularities of dealers and salesmen as 
well as lax lending practices on the part of lending institutions. 

The Cuamman. You say the Administration’s investigating staff, 
as well as supervisory staff, has been strengthened so as to more 
promptly investigate and correct reported abuses or irregularities of 
dealers and salesmen, as well as lax lending practices on the part of 
lending institutions. You have just testified earlier that you only 
have three men. 

Mr. Hottypay. I have only three men to do the investigation of ir- 
regularities. They had three when I came here to do the investigat- 
ing of the entire organization- 

The Cuamman. But you say here that it has been strengthened. 
How was it strengthened? More men? abe 

Mr. Hotzypay. I think it was—we were given several additional 
men in the regular work and we were given 3 additional investigators, 
| of whom was an experienced man, so we started off with 3 to cover 
the entire United States, and I was given 3 more, 1 of whom was an 
experienced man. 

The Cratman. Does 
experienced ¢ 

Mr. Hottypay. The other two were trainees, and it takes about a 

vear to train a man to do a very difficult gum-shoe job. 
’ The Cuamman. These things sound good to me. Why shouldn’t 
they be made a part of the law? Why didn’t you recommend to us 
when we were considering this new bill that they be made a part of 
the law ? 

Mr. Hoxuypay. One of the biggest problems I had was too much 
law and not enough authority to administer. 

The CratmrMan. Say that again. One of your biggest problems 
was what ? 

Mr. Hotiypay. One of the biggest problems that confronted the 
Federal Housing Administration was the numerous amendments, 47 
of them, that tied up the operation of the FHA into one of the most 
complicated arrangements that I ever ran across. 

The Cuatrman. In other words, what you said was that you had 
too much law and not enough what? 

Mr. Hotiypay. Opportunity to administer the program. 

The Cuarmman. I think before we get through with this investiga- 
tion you will find that you didn’t have enough law, possibly. Either 
that or there has been, over the past many years, a lot of very, very 
bad administration. When you take a look at those 1,149 reports that 
the President delivered to us here this morning, I think your face is 
going to be a little red. Not only yours, but others who had anything 
to do with it. 

Mr. Hotuypay. Senator, I am just a simple businessman, but I don’t 
expect my face to get red over anything I did when I was with FHA. 

The Cuarrman. You had nothing to do with those, because they 
all happened before you became Commissioner. I don’t like the 
Statement vou made that you had too much law and not enough 
authority. 
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Mr. Hotiypay. Will you permit me to explain that? 

The CuamrMan. Yes, please. 

Mr. Hotuypay. I referred to the regulations and constructions that 
you have had in title II, the operation of the big housing program, 
which, under the revised law, you have had nine different ways in 
which somebody could get insurance. Now, all those nine are simply 
filed down into one, and it will be a great help to the operation of the 
Federal Housing Administration to have the simplification, which is 
one of the primary objections of the housing law that is now before 
you gentlemen. That is what I had in mind. 

Senator Bricker. Here is what we had in mind. If these are good, 
there is every reason why they should be written into the law, because 
if not, some other administrator who may come after you might repeal 
them immediately and might go back to the old standards again. If 
they are written into the statute, then they are a firm and fixed require- 
ment. There might be further a question of whether or not a violation 
of one of those regulations would carry the penalties provided in the 
law. I don’t know whether it would or not. I have not examined the 
law with that thought in mind. 

But unless they are specifically authorized and penalties designated 
to attach to a violation of a regulation, you might have some difficulty 
in enforcing them; criminally, I mean. 

Mr. Hottypay. Senator, I, of course, yield to your knowledge of the 
operation of law. 

Senator Bricker. That is a suggestion of how there ought to be a 
definite delineation in the law of the requirements in regard to these 
title I loans. 

Mr. Hottypay. The question of administration, if this can be done 
by regulation—my point was—and I could be wrong—that you can 
be more effective in administration through regulation than you can 
by spelling out in the law. 

Senator Bricker. That is, within detailed field, of course. It seems 
to me that every suggestion you have made here—these regulations 
are excellent. I think they go a long way toward correcting the 
abuses that have been called to our attention and might prohibit them, 
I don’t know. I think with a suggestion of a bond, possibly, written 
into the law, that would correct all of the difficulties that we have and 
you would have a built-in enforcement, right in the statutes. I may 
be wrong about that. I want to think it through. I want to com- 
pliment you upon the regulations you have suggested here. I think 
they are excellent. 

Mr. Hotiypay. Thank you, sir. 

(4) Efforts are being intensified to assure that lending institutions 
weed out irresponsible dealers and salesmen. Failure to do so will 
result in cancellation of insurance contract. 

(c) The directors of all field offices, personally and through desig- 
nated staff assistants, are being directed to promptly correct any ir- 
regular practices that may develop in their area. 

(d¢) The cooperation of better business bureaus, various civic groups, 
trade and financial organizations will be enlisted in correcting local 
situations. 

The President’s Advisory Committee’s report was dated December 
1953, and included specific findings and recommendations. It re- 
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viewed the new FHA regulations which had been promulgated to 
tighten up lending procedures under title I, and said with respect to 
them, on page 26: : 

Now, gentlemen, this is the Committee that the President of the 
United States appointed to advise him with respect to housing, and 
this is what they said: 

The FHA has recently issued new regulations which provide for screening 
of dealers and for tightening the procedures in those cases where the homeowner 
is not dealing directly with the financial institution. There is attached as 
exhibit 3 a description of the scope of these regulations. It is the judgment of 
vour subcommittee that these new regulations will correct the abuses and that 
no further requirements should be imposed in this area at this time. 

Senator Doveias. Mr. Chairman, may I ask a question ? 

The Cuairman. Senator Douglas. 

Senator Douveias. Who was chairman of that committee ? 

Mr. Hottypay. Mr. Albert Cole. 

Senator Dovexas. So he declared in December that no further re- 
quirements should be imposed in the area of title I as of December? 

Mr. Hottypay. I think to keep the record straight, Senator, I would 
say this is a report of the subcommittee which was adopted by the 
whole committee of which he is chairman. 

Senator Dove.as. So that presumably he gave his approval to what 
you have been doing, and stated that no further requirements should 
be imposed ¢ 

Mr. Houuypay. I think that is more than a presumption. 

Senator Doveas. I was trying to word this delicately. Did Mr. 
Cole ever speak to you about the fact that you should resign? 

Mr. Hotitypay. Nobody spoke to me or intimated that I was to 
resign. 

Senator Dovetas. This is a painful subject, and I hope you will for- 
give me. 

Mr. Hotuypay. I wish you would, please, speak. 

Senator Dovetas. Who asked you to resign ? 

Mr. Hotiypay. I was in the—Gov. Sherman Adams did. 

Senator Doveras. That is, the request came from the White House ? 

Mr. Houtiypay. Yes, sir. 

Senator Dovenias. Did Mr. Cole ever ask you to resign ? 

Mr. Hotiypay. Mr. Cole never asked me or never intimated such a 
thing. 

Senator Doveras. Did he ever say that you had been negligent in 
your work? Did he ever tell you that you had been negligent ? 

Mr. Hotiypay. Tell me that I had been negligent? 

Senator Doveras. Yes. 

Mr. Houtuypay. No, sir. 

Senator Dovexas. It is my understanding that on the radio pro- 
gram Meet the Press yesterday afternoon—and I did not hear that 

rogram myself—it has been reported to me by reliable authority that 
Mr. Cole stated that his letter to you of January praised only your 
approach to investigate title I. I think that statement is correct. 
Do you want to comment on it? 

Mr. Houiypay. I think so, Senator. His letter to me was a per- 
sonal letter, congratulating me on what both of us have been greatly 
concerned about. It was a private letter. I did not release it. I am 
sorry it got into the press. 





1350 HOUSING ACT OF 1954 


Senator Dovenas. Mr. Hollyday, did Governor Adams ever cal! 
you from the White House and ask you about title I? 

Mr. Hotiypay. No, sir. My visits to Governor Adams were on mj 
initiative, and title I was never discussed with Governor Adams by 
me. 

Senator Doveras. Were you ever given a chance to reply to the 
charges which must have been lodged with the White House against 
you by someone? 

Mr. Hottypay. No, sir. 

Senator Doveras. You never knew the precise nature of the charges 
which were made against you ? 

Mr. Hotrypay. That is correct, sir. 

Senator Doveias. You were virtually fired without a chance to 
state your case? 

Mr. Hotxynay. I think you could leave out the “virtually.” 

Senator Doveras. I want to commend you for your sense of re- 
straint, and I would say almost excessively gentlemanly behavior 
under great provocation. 

The Cuatrman. Yes, I think you have made a splendid witness this 
morning, and I certainly appreciate it. I hope that we do not this 
week get into the investigation, but rather stick with what we ought 
to do with this proposed legislation, rather than the investigation. of 
this whole business, which we will get into a little later. I am n hopeful 
that we can stay with that, because that is what we promised the 
people and that is what we have promised the committee and what 
we have promised ourselves, that we will try to stay away from the 
investigation angle at the moment. That will come later, as to what 
is what, and when and where and how. We have no information on 
the subject at all, on the specific subject that Senator Douglas was 
questioning you about, except what we have read in the papers and 
other information that has been given to us by different departments. 

Suppose you proceed. 

Mr. Hotiypay. Thank you, sir. 

As of 4 months ago, Mr. Chairman, the specific measures which I 
had taken as FHA Commissioner had the approval of the trade and 
of the President’s Advisory Committee, and were regarded as sufticient 
to correct the abuses. It was the judgment of the Pre esident’s Advisory 
Committee that no further requirements should be imposed. 

The Carman. May I ask you this question: Is it possible that 
while these things were excellent, you did not put them into force? 

Mr. Hotiypay. They went into force, with notice to every director 
as of December 1. 

The CHatrMan. Have you a copy of the directives? 

Mr. Hotiypay. Senator, I haven’t been to my office since midnight 
of the 12th of this month. What I am doing here is without—— 

The Cuarrman. But you did notify all the ‘field offices ? 

Mr. Horiypay. I assure you I did. 

The Cuatrman. Of these suggestions that you made? That was 
last December, was it? 

Mr. Hotiypay. Yes, sir, that was on November 1. Senator, they 
were not suggestions; they were requirements. 

The Carman, They were sent out to all the field offices? 

Mr. Hottypay. Yes, sir; they were. 


Senator Bricker. And became a part of your operating procedure ? 
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Mr. Hotiypay. Yes, sir. 

(The material referred to will be found in the appendix, p. 1815.) 

Senator Busu. Mr. Chairman, would you care to state for the con- 
venience of the committee whether you plan to run this hearing this 
afternoon ? 

The CuamrMAN. Yes. I think we can finish within the next 3 or 4 
minutes with Mr. Hollyday, unless the Senators have other questions. 
Then it was the thought of the chairman that we would recess until 
2 o'clock, at which time our first witness will be Mr. Powell. 

Mr. Houtypay. I should like to add a word about our handling of 
complaints concerning specific abuses. These are, in the first in- 
stance, investigated in the field office. If the firm which did the work 
is found to be irresponsible, the case is forwarded to FHA’s Legal 
Division to determine if criminal action is involved waranting refer- 
ral to the Department of Justice. As I have said before, the investi- 
gation staff of FHA consisted of only three persons when I took 
office. 

About the time the amended regulations became effective—and I do 
not remember the exact time, but the files will show—I addressed a 
letter to the director of every district insuring office. I informed them 
that we regarded the problem as exceedingly serious, and directed that 
they get in touch with the better business bureaus in their respec- 
tive areas and obtain their full cooperation to prevent such abuses. 
The response to this letter was very good, and some of the better busi- 
ness bureaus wrote me expressing approval and appreciation of this 
action. 

The other principal point which, I understand, is of interest to the 
committee has to do with section 608 relating to FHA insurance of 
mortgage loans on multiple-housing units. As the committee is aware, 
section 608 expired in March 1950, 3 years before the beginning of my 
duties as FHA Commissioner in 1953. I was, therefore, not involved 
in its administration. 

The CHarrMan,. Will you yield just a moment there ? 

Mr. Hotiypay. Yes, sir. 

The CuarrmMan. Mr. Powell was in charge of section 608 during its 
entire life and is still with the Commissioner’s office. He will testify 
about that this afternoon. 

Mr. Hottypay. That I do not know, that he was still with the office. 

The Cuarrman. Maybe I am wrong. 

Mr. Hoxttypay. I had asked for his resignation, and it had been 
turned in. 

The Cuarrman. Maybe I am wrong. 
they refused to accept his resignation. 

Mr. Hottypay. Senator, that was after I left. 
the record straight. I don’t know. 

The Cuatrman. Then, I shall take the responsibility for the state- 
ment. 

Mr. Hotiypay. All right. 

Mr. Chairman, I trust that my statement has been informative 
and of value to the committee. The position of FHA Commissioner 
is the only public office I have ever held. I am grateful for the re- 
warding experience and fine friendships which it brought to me, and 
most of all for the opportunity to be of some service to my Govern- 
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ment. It is my earnest hope that this committee’s hearings and study 
will result in measures to strengthen FHA and make its usefulness 
even greater in the interest of our national housing policy. 

I would like to add one rather important item, if I may, to what I 
have prepared here. Early in July of 1953 there was brought to my 
attention what appeared to be a very serious breach on the part of 
one of my staff. I investigated the situation and I found out that 
there was very good grounds for believing that the allegation was 
correct. I called in Mr. Howard are the Associate General 
Counsel, and the chief investigator. The chief investigator, after 
having mapped out a program, went to one of the other cities and 
endeavored to get the story. He was unable to get proof of this 
alleged $10,000 transaction between one of my staff and a builder. 
We worked on the matter further. He went to another city, working 
along the same lines. We were unable to reach a conclusion of 
guilt, but the facts were so serious, in my opinion, that on December 
18, in company with the associate counsel, Mr. Hillock, our chief 
investigator, we placed our file in the hands of a Govermnent agency, 
from which I have not yet heard but which I. have confidence is 
pursuing that case to its logical conclusion. 

Senator Maynank. What Government agency? Yeu said you 
placed the file in the hands, Mr. Hollyday, of a Government agency. 
[ just wanted it for the record. 

Mr. Houtypay. I went to the Department of Justice. 

Senator Maypank. Thank you. 

The Cuatrman. Are there any further questions? 

Senator Frear. May I ask a question, Mr. Chairman? 

The Cuarmman. Senator Frear. 

Senator Frear. Mr. Hollyday, at the beginning of your testimony 
I asked that you place into the record, if you would, some of your 
background previous to your coming with the Federal Housing Ad- 
ministration. 

Mr. Hotuypnay. Yes,sir. I shall doso, Senator Frear. (See p. 1369.) 

Senator Frear. Thank you very much. 

Just one final question, Mr. Chairman. I believe you stated in your 
testimony that you had 75 field directors. 

Mr. Ho.tiypay. Senator, there are about 132 offices scattered 
throughout the country, Alaska, Hawaii, and Puerto Rico, but only 
75 of those offices are major offices. They are the insuring offices; 
yes, sir. 

Senator Frear. Of the directors in those 75 major offices, there have 
been 45 changes since your time in office ¢ 

Mr. Hotiypay. Yes, sir; that is correct. 

Senator Frear. Thank you. 

Senator Doveras. Mr. Chairman ? 

The Cuatrman. Senator Douglas. 

Senator Doueias. Before we break up, may I make a statement? 

The Cuarrman. Yes. 

Senator Dovetas. May I say that witnesses before congressional 
committees sometimes receive rather rough handling. I want to con- 
gratulate the chairman for the fairness with which he has conducted 
this hearing, and his obvious sense of public responsibility and fair- 
ness. Also, without prejudging the case, may I say that while there 
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have been undoubtedly abuses under title I, and while later evidences 
may develop, I think that Mr. Hollyday has been an extremely fine 
witness this morning. I think we have all been impressed with his 
gentlemanly conduct and the way he has handled himself. His atti- 
tude in this matter made me fee] that he had read the Book of Job, 
because, as he will remember, there is a passage from Job which says, 
“Even though he slay me, yet will I trust him.” 

Mr. Hotiypay. Senator, may I thank the chairman? I want to 
say that several times I have been before this committee. There has 
never been a time when you gentlemen have not treated me with the 
utmost consideration, and I want to tell you I appreciate it. 

The Carman. We appreciate your testimony and I appreciate 
what. Senator Douglas had to say. I assure you and everyone else 
that as long as I am chairman of the committee, everyone will get a 
square deal, 

But we do have a responsibility, of course, for passing good laws. 
We do have a responsibility for seeing that the housing laws are 
properly administered, and we will get into this whole business as 
earnestly and sincerely and as constructively as we know how. 

We would appreciate it very much if you would stand by, because 
we may want you to come back later as a witness. We will have Mr. 
Powell this afternoon. He worked for you, and it might be well for 
you to be here this afternoon. We might wish to ask you some more 
questions. 

Mr. Hottypay. Yes, sir, I will be here. 

The Cuatrman. We will now stand in recess until 2 o’clock. 

(Whereupon, at 12:15 p. m., the committee recessed, to reconvene 
at 2 p. m., the same day.) 

AFTERNOON SESSION 

(The committee reconvened at 2 p. m., Senator Homer E. Capehart, 
the chairman, presiding.) 

The CuamrMan. The committee will please come to order. 

Our first witness this afternoon will be Mr. Clyde L. Powell, Assist- 
ant Commissioner of the FHA in charge of rental housing. ‘That is 
section 608. Mr. Powell, will you come forward, please. 

Mr. Powell, do you solemnly swear to tell the truth, the whole truth, 
and nothing but the truth, so help you God? 


TESTIMONY OF CLYDE L. POWELL, ASSISTANT COMMISSIONER, 
MULTI-FAMILY HOUSING, FEDERAL HOUSING ADMINISTRATION, 
ACCOMPANIED BY DANIEL B. MAHER, COUNSEL 


Mr. Powe .. I do. 

The Cuarrman. Mr. Powell, do you care to make a statement ? 

Mr. Powetx. No, sir. 

The Cuatrman. You may be seated. 

Mr. Mauer. Mr. Chairman, my name is Daniel B. Maher. I am 
a member of the bar of the District of Columbia. May I ask whether 
the witness may be extended the privilege of being accompanied by 
counsel ? 

The CHamrMan. He may. 
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Mr. Mauer. May the witness be permitted to consult his counsel, if 
necessary ¢ 

The CaatrmMan. He may. 

Mr. Mauer. Is that, Mr. Chairman, the extent of the privilege which 
will be accorded ? 

The Cuarman. Not only may the witness consult with his counsel, 
but the counsel, if he cares to, may ask questions. 

Mr. Maner. Very well. 

The Cuarrman. The counsel may advise the witness as to his rights 
and anything he cares to. We are only interested in one thing, and 
that is the facts. We are primarily at the moment interested only in 
how we can amend the proposed housing bill that is before us to stop, 
if possible, the so-called, alleged irregular ities that seem to have oc- 
curred in the administration of the Housing Act over the past many 
years. 

Mr. Mauer. Very well. Thank you. 

The Cuarrman. That is our purpose at the moment. We hope that 
Mr. Powell will be helpful to us to that end. 

Since you do not have a prepared statement, Mr. Powell, I have a 
series of questions here that I would like to ask you. They have to do 
purely with the administration in the past of section 608. 

No. 1: How long have you been with the FHA ? 

Mr. Powerit. Mr. C héiveiah I respectfully refuse to answer. My 
refusal is based upon my constitutional protection against being com- 
pelled to be a witness against myself. 

The Cuamman. The witness does not have to answer unless he cares 
to. We certainly are not going to force you to do so. I will say this, 
that we were hopeful that you ‘would be able to assist us in arriving at 
some definite conclusions, as to what should or should not be done w vith 
this present act that is before us. 

If I understand correctly, you have been with the FHA for many 
years. You were the chief administrative officer of section 608. We 
felt that you were the one man who ought to know the strengths and 
weaknesses of the law itself, and the one man who ought to know and 
have the facts as to whether it has or has not been administratively a 
good bill and one that you could live with. 

I understand your answer is that you will not answer any questions. 

Mr. Mauer. May I state, Mr. Chairman, that the answer previously 
given by the witness will be the answer given to any question pro- 
pounded by the committee. 

The Cuarmman. Regardless of how innocent or simple? 

Mr. Mauer. Regardless of whatever nature. 

The Cuarrman. I see. It is entirely up to the witness. I presume 
we could make him answer if we wanted to, but we will not because 
we are not here to persecute. We are not going to embarrass the 
witness in any way. We did not break this investigation. It was 
ordered by the President of the United States, and we are only trying 
to do what we believe to be our responsibility and our duty to check 
into this whole matter. 

Either fortunately or unfortunately, whichever viewpoint one 
wishes to take, this committee at the moment has before it a very 
comprehensive new housing bill which has been passed by the House. 
We were scheduled tomorrow to have started to write up the bill to 
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vet ready to report it to the floor. This matter broke. It was insti- 
tuted and started by the President of the United States. We felt— 
and that is the view ‘of every member of the committee without excep- 
tion—that we ought to find out whether or not the proposed bill should 
be amended. We were sincerely anxious that Mr. Powell might be of 
assistance to us. That was the only thought we had in mind for these 
hearings. They are preliminary ‘hearings. They are in reality an 
extension of our hearings on this new housing bill. 

Your client refuses to testify, and we certainly are not going to em- 
barrass him by in any way insisting that he testify. 

Senator Bricker. Mr. Chairman, m: vy I ask what was the basis of 
the refusal ? 

The CHatmrmMan. Senator Bricker just came in. 
that, Mr. Attorney ? 

Mr. Mauer. The answer I shall give, which was given by the wit- 
ness, was that he respectfully refused to answer. 

My refusal is based upon my constitutional protection against being com- 
pelled to be a witness against myself. 

Senator Bricker. That is the fifth amendment? 

Mr. Mauer. Yes, sir. 

The Cuamman. We thank you very much for answering. 
now dismiss you. 

Mr. Mauer. Mr. Chairman, I express my appreciation to the com- 
mittee for the privileges accorded me. 

The CHarrMan. Yes, sir. I think you are making a mistake, but 
that is your problem, not ours. 

Mr. Mauer. That may be. 

The CHarMan. We will now hear Mr. 
present ¢ 

You may be seated, Mr. Frentz, after you are sworn in. Do you 
solemnly swear to tell the truth, the whole truth, and nothing but 
the truth, so help you God? 


Will you answer 


We will 


Frentz. Is Mr. Hollyday 


TESTIMONY OF ARTHUR J. FRENTZ, ASSISTANT COMMISSIONER, 
TITLE I, FEDERAL HOUSING ADMINISTRATION 


Mr. Frenvz. I do. 

The Cuarrman. You may be seated. 

First let me ask you a couple of questions and maybe you can be 
of some assistance to us this afternoon. 

How long have you been with the FHA, Mr. Frentz? 

Mr. Frentz. I came into the FHA on August 30, 1934. 

The Cuatrman. Are you the chief administrative officer of title I? 

Mr. Frenvz. I am, sir. 

The Cramman. You are under the FHA Commissioner himself, 
actually in command ? 

Mr. Frenrz. I am Assistant Commissioner in charge of the Title I 
Division. 

The Cuamman. Have you been in charge of title I since 1934? 

Mr. Frentz. No, sir, I have not. 

The Cuarmman. How long have you been in charge? 

Mr. Frenvz. I have been Assistant Commissioner in charge of Title 
I since 1947. I have been in title I, however, since it started in 1934, 
so my heart and soul are in title I. 
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The Cyaan. In other words, you have been with it since it came 
along ? 

Mr. Frenrz. That is right. 

The Cuarmman. And you are still there? 

Mr. Frentz. Yes, sir. 

The Cuarrman. Would you like to tell us in your own way what 
you know about these alleged irregularities, and your idea of how the 
law might be amended, or tell us anything you care to? 

Mr. Frenvrz. Well, fine. I believe it may be best for the committee 
if I may take a moment to go back and review a bit of the history of 
title I. 

As was brought out this morning, title I was passed by the Con- 
gress in 1934 as a pump-priming device. At that time our economy 
was down. Our banks, let us say, lacked the confidence to make loans, 

The Cuatrman. Mr. Hollyday, will you come up, please? You 
might be helpful to us. Maybe you will be more comfortable up here 
anyway. Thank you very much, Mr. Hollyday. 

Mr. Frenvz. For the first 2 or 3 years, in fact from 1934 to 1937, 
title I was in operation to get the wheels of industry turning and put 
men back to work. Essentially that was its purpose, and that was 
its objective, and the record will determine as to whether or not that 
was fulfilled. 

In 1937 the administrator of title I—we then called the Commis- 
sioner the Administrator—recommended to the Congress that title I 
be discontinued, and it was discontinued. 

The CHarrman. That was what year? 

Mr. Frentz. 1937. At that time, and subsequent thereto, as your 
records will show, a slight depression took place. I use the word 
“depression” advisedly. 

Then in 1938 the Congress called us back and, in effect, reinstated 
titie I again. The Commissioner in effect said at that time, “Well, if 
you are going to have title I, then we should make it self-suppor ting.” 
At that time the philosophy of title I changed from a pump-priming 
device to, let us say, a sound 

The Cuarmman. That was in what year? 

Mr. Frentz. 1938. In 1939 the Commissioner recommended that 
the insurance premium be charged to the banks for this insurance. 
Beginning with 1939, title I has chi arged a premium to the banker, 
and our philosophy has changed so that we have endeavored to oper- 
ate title I as a pure business proposition. I say that advisedly, of 
course, because we recognize that when you have catastrophies, you 
may have to go in and do a job that otherwise you perhaps would not 
want to do in normal circumstances. But otherwise we have tried to 
eperate title I practically and in a businesslike fashion, recognizing 
first that it was the intent of Congress to see that the benefits of the 
National Housing Act were given to all segments of the population, all 
people, and, second, putting it on a sound, businesslike cor as far as 
making it entirely self- -supporting. 

As of today, title I is self-supporting. We have created since 1939 
a surplus of cash of $27 million. We have something like approxi- 
mately $30 million in unearned premiums. So our losses have been 
low. Our record, insofar as cost to the taxpayers is concerned, is 
zero. We have been operating title I entirely on the premiums that 
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we have collected from the lenders. We have paid all our claims and 
all of our expenses. That brings us up to date, very briefly, as to our 
background and our current fina uncial condition. 

We have had this problem of dealer controls, dealer operations. 
We have had those problems in the past few years. W hile they may 
have oceurred infrequently in the early days, they started in about 
1946. Title I at that time was coming out of the war. 

Let me refer to a paper. 

lhe CHAtRMAN. You may refer to anything you care to. 

Mr. Frenrz. I like to use the correct figures, as long as I am using 
them. 

In 1946, coming right out of the war, our volume was approximately 
$300 million a year. I am going to cite these figures to you to illus- 
trate the tremendous drive : and i impetus that came into title I with the 
close of the war, and then with the advent of the Korean war. From 

$300 million we then jumped to $500 million and $600 million. In 1950, 
we did $700 million in insurance. In 1951, $700 million. In 1952, $848 


million. And in 1953, $1,800,000,000. 
Now, gentlemen, those figures illustrate, I believe, our problems. 


They are » basic problems. 

The CHaiman. What rate are you operating at today? 

Mr. Frentz. We are operating, today, at about a billion dollars a 
year. 
' ‘The Cuarrman. At the rate of about a billion a year? 

Mr. Frentz. Yes, approximately. 

Senator Maynank. Mr. Chairman, 

The CrarrMan. Senator Maybank. 

Senator MaysBank. Since the news broke, and it was released, I want 
to ask you this while Mr. Hollyday is here. Have you done anything 
further to try to warn the lenders to be more careful and to doublecheck 
their loans more carefully? I wonder if you have done anything. 

Mr. Frenrz. I have tried to take you back—— 

Senator Maysank. Not recently? 

Mr. Frentz. In the past few days. 

Senator Maynank. Have you tr ‘ied to tighten up ? 

Mr. Frenrz. Not in the last few weeks. 

Senator Mayank. I heard Mr. Hollyday’s testimony this morn- 
ing, and I wondered if you had done anything recently. 

Mr. Frentz. Not recently. 

Senator Maysanx. Do you intend to do something? 

Mr. Frenrz. Yes, we do. 

Senator Mayank. I am glad to know that. 
to do it? 

Mr. Frenrz. Assoon as you give meachance. Right now. 

Senator Maysanx. I mean as to your order to your agencies. Are 
you going to do it this week or next week? 

Mr. Frenrz. Let’s approach the problem sanely. 

Senator Maysank. I would never approach any problem except 
sanely. 

Mr. Frentz. That is right. 
into this program the devices 

Senator Mayrnanx. Get this straight. As the chairman has said, 
my interest in this thing is to help the consumers of this country, 


might I ask a question? 


When do you intend 


Then as soon as possible let’s inject 
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and it is to get some decent bill passed here for the sake of honest 
people, and I resent any thoughts that you have that I am approaching 
something not sanely. 

Mr. Frenrz. I didn’t mean that, sir. I feel this way—— 

Senator Mayank. If we don’t do something soon, in my judgment 
we won’t have any housing bill. 

The Cuarmman. You may proceed, Mr. Frentz. Were you finished, 
Senator Maybank? 

Mr. Frentrz. I would like to say this, in keeping with this dealer 





problem: The first signs of the dealer problem are traceable back to 
the spurts in the sudden volume of business. Our first signs, let us 4 
say, of the so-called overcharging that is one of our problems today, | 
occurred back in the inflationary days of 1946-48. That gave us a i 
great deal of concern. 

I would like to make one thing clear as far as I am concerned, 
and as far as our staff is concerned. In the administration of title 1, 
we have taken this general position, that we do not need to look out 
for the dealer. He will take care of himself. | 


The CuHarrman. We are aware of that. 

Mr. Frentz. We do not need to look out for the banker. He takes 
care of himself. So, very frankly, I want to say to you gentlemen 
honestly that our one aim and one purpose has been to take the side 
of the homeowner in all these cases. 

Starting back in 1946, because of the inflationary spiral that was 
occurring in that period, one of the things we did to see what we could 
do to control the overcharging was to institute a new procedure requir 
ing a work agreement between the dealer and the customer. 

Senator Bricker. What was the date of that? 

Mr. Frenrz. 1948. A work agreement. That was not used hereto 
fore in title I. The reason we asked for that work agreement is that 
we wanted Mr. Lender, Mr. Banker—when I use the word “banker’’ 
it is a broad term, because it applies to national banks, State banks, 
savings and loan associations, finance companies, mortgage com- 
panies—the whole group of lending institutions that are in this 
business. 

So, we asked, then, Mr. Dealer to furnish a copy of the work agree 
ment to the homeowner, and then also to furnish a copy of that to 
Mr. Lender, so that Mr. Banker then would have in front of him at 
the time he purchased a note, a statement of materials being used and 
the price and so on going into the job. What we were endeavoring to 
do there was to have in the form of a sales contract or an agreement 
a clear understanding between the parties as to the job and what it 
was worth and what it was going to be. That was very effective and 
for a while that appeared to be a good solution. 

In the meantime, we were stressing with our lending institutions 
a better and higher standard of dealer policy. Beginning in about 
1950, the volume started to spurt on us, and that was primarily when 
our troubles started. I am setting it about 1950 or 1951. It started, 
as I say, in that period. At that period I think you will find in most 
cases is where the so-called fly-by-night salesmen started, in that 
period. 

The Cuarmman. That is 1950-51? 

Mr. Frenrz. Yes; about that. 
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Now that we can look back, we can also look back and see signs 
today that we didn’t see at the moment. But that was about 1950. 
[here were some, perhaps, in 1949. 

Now, recognizing these problems, we set in to do something about 
it. We de finitely “tightened our regulations. We de finitely issued 
instructions. I know I personally tr: aveled across this countr y, calling 
on our own field offices, our own directors, talking to banks, hol ling 
meetings with industry and with lenders, to see what could be done 
to strengthen this whole program. 

This morning Mr. Hollyday outlined to you a number of steps that 
we took. One of the first things he said to me when he came in as the 
new FHA Commissioner was that he expressed his concern on this 
title | operation. At that time we organized or set up our own title I 
advisory committee, which he mentioned this morning. 

The Cuarmman. You say the old advisory committee? 

Mr. Frentz. Our own. In other words, a special committee only for 
title I, to advise us on this problem. We met twice—— 

The CuatrmMan. That is the one of which you are going to give us 
the names ? 

Mr. Frentz. I have them here now. 

The Cuarrman. Would you care to pass them up to us, please? 

Mr. Frenrz. Yes. 

The Cuarrman. Just read them into the record, if you please. 

Senator Maysank. Mr. Chairman? 

The CuatrMAn. Senator Maybank. 

Senator Maynank. Before he does that, might I ask that one of the 
staff get a list of the number of projects that would have been above 
100 percent, and have it put in the record ? 

The Cuarrman. As soon as we are finished with this gentleman on 
title I, I will have something to say on section 608, and then we will 
do that at that time. 

Senator Maypank. Fine. 

Mr. Frentz. This is the group of title I advisory committee that 
have been meeting with us: J. O. Elmer, of San Francisco. 

The Cuatrman. What bank? 

Mr. Frenrz. American Trust Co., San Francisco. 

KE. F. Longinotti, of seen Tenn. That is the Union Planters. 

* ‘hard Mange, of the National Bank of Detroit, in Michigan. 

Andrew Painter, of the National City Bank, in New York C ity. 

G. M. Robbins, of the First Bancredit Corp., of Minneapolis. 

Richard H. Stout, of the Bank of Louisville, Louisville, Ky. 

Kenneth R. Wells, of the American National Bank of Chicago. 

With this group we discussed this problem and at the same time we 
also met with representatives of the National Retail Lumber Dealers 

Association, of the National Roofing & Siding Association. There was 
another Midwestern Lumber Dealers Association. 

The Cuarman. When were these meetings held ? 

Mr. Frentz. These were last—they started in June and continued 
the rest of the year. 

The Cuarrman. June of last year? 

Mr. Frenrz. That is right, sir. 

The Caamman. And prior to that time you had no meetings? 

Mr: Frenrz. We had meetings, but I am talking now about the 
advisory committee, and that group under the new tules. 
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Out of this series of discussions and meetings, then there evolved 
the amendments to the regulations that Mr. Hollyday mentioned this 
morning. Now, I will be, glad to review those and if you care to— 

The Cramman. I don’t think it is necessar y to review them. 

Mr. Frentz. There is nothing much I can add to it, except I can 
illustrate, if you care to have me, the forms themselves and the letters 
that we used to put this into effect across the country. 

The Cuamman. Will you place in the files—I don’t suppose you 
have them with you—all the forms and all the instructions and letters 
that you issued on the subject that you are discussing? 

Mr. Frenvz. I have them with me and I will do so. 

(The forms referred to will be found in the files of the committee.) 

The Cnamman. Now, Mr. Frentz, do you feel, after having been 
with this title I since its inception, that the law ought to be amended 
or changed ? 

Mr. Frenvz. I would say very definitely that either the law or the 
regulations can be substantially improved upon. 

The Cuatrman. Are you prepared at the moment to tell us how the 
law ought to be changed, or the regulations, or do you care to give that 
to us a little later? 

Mr. Frenvz. I will be glad to discuss it now, sir. 

The Cuamman. Allright. I just wanted to give you sufficient time 
to think it through and make certain that you thought you were right. 

Mr. Frenrz. I want to say th: it in discussing this problem, we may 
want to draw a line between what may be in the regulations and what 
nay be in the law. 

The Cuarrman. Let me ask you this, if you please: You say now 
that you are prepared to tell us ‘of changes that you think ought to be 
made in the law or the regulations. Let me ask you this: Why didn’t 
you, when this present housing bill was before us in the past, offer 
suggestions for improving and amending this law ? 

Mr. Frenvz. Sir, I believe the answer to that is that we endeavored 
to do this job by the regulations, and I feel at the moment that the 
regulations that we did put into effect in December have done a 
wonderful job in checking this abuse. 

When you ask me whether the law could be amended, I would like 
to pick up at that point a possibility of amending the law to provide 
for some form of participation in the risk by the lending institution. 
That is a technical question; but if you care to discuss it—— 

The Carman. You mean participation on the part of the bank? 

Mr. Frentz. That is right. 

The Cuatrman. More than it has at the moment ? 

Mr. Frentz. That is right. 

The Caarrman. Let me ask you this: Is there any reason why the 
dealer who sells the homeowner the product or the services and gets 
paid for it ought not to remain on the note until it’s paid? 

Mr. Frenrz. That was mentioned this morning. Two things were 
mentioned this morning. One was the dealer endorsement, or “with 
recourse” endorsement of the note, and the other was a bond. 

The Cuarrman. Why shouldn’t the dealer remain on the note until 
it is paid? 

Mr. Frenrz. There is no reason, perhaps, why it shouldn’t be. My 
answer, perhaps, offhand, as it is at the moment, is that it is not 
customary. 
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The Cuarrman. I disagree with you 100 percent. It is 100 percent 
customary in private industry. 

Let me say this to you, and maybe I am to blame, but I was under 
the impression that that was the way it was being operated. 1 pre- 
sume the reason I didn’ t make more inquiry was because to me it was 
eo obvious that that is the way it ought to be operated and should be 
ope erated. . : ; 

Mr. Frentz. Title I is operated in general with other forms of con- 
sumer credit, with the motor car and television and personal loans. 

The CuarMan. Mister, you are not telling us that radio and tele- 
vision sets and washing machines, on the part of the dealer, are sold 
with recourse. 

Mr. Frentz. Without recourse. 

The Cuatrman. I mean without recourse. 

Mr. Frenrz. A great deal of it, sir. 

The Cuarrman. Did you ever do business with one of these finance 
companies? Just try to sell them your notes without recourse. 

Mr. Frenrz. Let me add this thought: That probably title 1, while 
there is no accurate record—we probably insure in title I probably a 
third or 40 percent, perhaps, of the total volume of improvement work 
that is being performed. ‘There is a lot of improvement work that is 
being done without FHA insurance. 

The CuatrrMan. [ll bet you the dealer in that instance signs the 
note before he sells it to the loak 

Mr. Frenvz. I can also point out to you banks having their own 
noninsured repair programs, and likewise it is without dealer en- 
dorsement. 

Bear in mind I am not arguing against dealer endorsement. I am 
endeavoring to give you the facts as I know them. 

The Cuarrman. Let me say this: I say it in the most generous and 
kind way and not in the least bit critically of you. But your answers 
now are exactly the same as we have had from all administration wit- 
nesses and industry witnesses on this subject ever since I have been 
a member of this committee. In each instance we have ended up by 
permitting you to talk us out of, in my opinion, strengthening not 
only title L, but section 608 and all the others. 

Mr. Frenrz. Sir, this is my first appearance before this com- 
mittee. 

The Cuatrman. I made it a special point to have the staff go back 
and read all the testimony which we have, and they have br ‘iefed it 
for me, and I have it before me. It is r ally interesting reading. 
You are taking the same position, maybe rightly so. That is what 
we want to find out. This time I think we either ought to strengthen 
this law or we ought not to do it, and my best judgment is that we 
ought to do it. 

Mr. Frenrz. I will endeavor to give you the answers as clearly 
and- 

The C HAIRMAN. In other words, we ought to strengthen the law 
or forget it and quit blaming you or blaming other people for all these 
irregularities that occur all over the United States, 

Senator Bricker. Mr. Chairman, may I ask a question right there? 

The Cuarrman. Yes. 


Senator Bricker. Wouldn’t a bond clean out the racketeers in this 
field ? 
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Mr. Frenvtz. That was mentioned this morning, and I don’t know, 
sir, in the sense of whether or not a bond could be obtained or whether 
the bonding companies would issue the bond. Tam not familiar with 
that. 

Senator Bricker. If the contractor were a substantial contractor 
and could get a bond, certainly and undoubtedly that would protect 
the public. 

Mr. Frenrz. Yes; it would. 

Senator Bricker. And if he were a racketeer, such as we are hav 
ing trouble with now and we are discussing entirely, L think, in this 
testimony, he couldn't get a bond. He would be out of the business 
and it would be left to the legitimate and honest dealers. 

Mr. Frenrz. My approach to the bond is this: Offhand I would 
guess there must be 200,090 to 250,000 dealers in this country, the word 
“dealer” meaning anybody who may be in this particular business of 
repairing or improving properties. 

Senator Bricker. Most of them are honest, though, and live in the 
community and know the people they are dealing with and know the 
bankers. 

Mr. Frentz. That is right. They are small-business men. Their 
net worth probably is $5,000 or $10, 000 at the most; that is, the average. 
! am thinking, now, of the small-business man on Main Street who has 
his little plumbing store, his wiring shop, who may be doing some land 
scaping, or maybe doing other work. The lumbery: ards, of course, 
and a few others, may be bigger businessmen as far as capital worth is 
concerned, but nevertheless, “the »y are small-business men. Iam trying 
to visualize a bonding company issuing a bond to cover the small. 
business man that we have across the country. 

I think it is worthwhile to explore it, absolutely. 

Senator Bricker. One more question, Mr. Chairman. Isn’t the 
open-end mortgage provision of the new bill that is now before us 
subject to the same abuses that we have had under title I, except that 
the bank has its security ¢ 

Mr. Frentz. I am prone to answer that question in this fashion. In 
the open-end mortgage, the homeowner has to go into the lender to 
obtain his additional line of credit. Ve ry frankly, we have been think- 
ing seriously of requiring all homeowners to go into the bank and get 
their loans in the bank. When you do that, you will eliminate this 
irregularity that we are talking about. 

1 want to point out, though, when I make that recommendation, that 
there are areas of the country where the homeowners may not be able 
to do that. They are removed far from the lending institution that 
they may be doing business with. I grant you that we do have lenders 
in almost every county in the country, but there are certain areas where 
local lenders are not in the program and as a result, those people in 
those areas may not be able to get the financing that they should have 
or would want to have. 

But in that point, that is where your open-end mortgage probably 
will be perfectly all right. 

The Cuarman. Did you h: % before you a list of the categories of 
items that you insure? (See p. 1597.) 

Mr. Frentz. Let me interpret your question a moment. You want 
a list of the items that are eligible for insurance ? 
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The CHairMan. Eligible for improvements. For example, do you 
insure loans on landse aping and barbecue pits and fire alarms ¢ 

Mr. Frentz. Yes, sir; we do. 

The CHarman,. Bar becue pits ¢ 

Mr. Frenrz. Yes, sir. 

The CuarrMan. Fire alarms ¢ 

Mr. Frenvz. Yes, sir. 

The Cuarrman. And landscaping ¢ 

Mr. Frenvrz. Yes, sir. 

The CuHarrmMan. What else? Plumbing? 

Mr. Frenvz. The question of eligibility is quite a broad one. When 
you start W ith this home of ours, you can start on the outside and work 
in. We have considered the language of the statute—our counsel has 
held and in previous meetings t hat any improvement upon or in connec 
tion with the structure is an eligible undertaking. 

Now, we have no problem—— 

The CHAIRMAN. Say that again, please ¢ 

Mr. FRENTZ, Any improvement pon or in connect ion W ith the exist 
ing structure is eligible. 

The CHAIRMAN, I guess you are possibly right, W ithout objec tion, 
] would like to ple wwe Into the record at this time the exact 1: anguage of 
the law, and Iam reading now from a portion of it. [| Reading :] 

For the purpose of financing alterations, repairs, and improvements upon 
or in connection with existing structures and the building of new structures, 
upon urban, suburban, or rural real property 
including and so forth. You construe this to mean, then, repairs or 
improvements upon or in connection with existing structures. How 
would you qualify a fire alarm system under that ¢ 

Mr. Frenvz. A five alarm system has been held as being eligible 
because it becomes a part of the wiring system of the structure. This 
device, this fire alarm system that we have considered as being elig 
ible—our General Counsel—I would like to say this, gentlemen, that 
I am responsible for title 1 operations administratively. Lam not 
in the Legal Division and I am not writing the interpretations of the 
law and the development of the law. But fire alarm systems are wir- 
img devices, the same as a burglar alarm system is a part of the lighting 
system. 

The Cuairman. Do you insure burglar alarms ¢ 

Mr. Frenrz. Yes, sir. 

Senator Maybank. In houses / 

Mr. Frenvz. Yes. 

The Cuarrman. Who passes upon the categories of items or the 
items that come under this? 

Mr. Frentz. Our General Counsel. 

The Cnarrman. Your General Counsel ? 

Mr. Frenrz. That is right. 

The CrarMan. Does it work like this, a manufacturer will come 
in and say, “I want you to make this product eligible for”’—— 

Mr. Frenrz. That is right ; yes, sir. 

The Cuarrman. Oh, that is the way it works? 

Mr. Frenvrz. That is right. I would like to make this comment, 
that since last year we have had innumerable products submitted to 
us. America is on the move. All the new products that are 
being 
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The Crarrman. And you have been passing upon those yourself? 

Mr. Frentz. The FHA. 

The Cuarrman. You are going to give us a list of all the approved 
items ? 

Mr. Frenrz. It would be a tremendous list, Senator. 

Senator Maysank. There is no doubt about that. 

The Cuatrman. Why would it be tremendous? Haven't you passed 
upon all of them? 

Mr. Frenrz. We will endeavor to do our best to get them all, if we 
oan. 

The Cuarrman. You say it would be a tremendous list. Do you 
mean a hundred items, maybe ? 

Mr. Frentz. Oh, it would be my rough guess there may be 500 or 
600 or more. 

The CHamman. 500 or 600 items to be sold on a home and which 
you will insure? 

Mr. Frentz. Yes 

The Craarruan. Don’t you have any of them with you? Give us 
a list of some of them. Just name some of them, will you, please? 

Mr. Frenrz. I am reading from our administrative text to our 
regulations. 

The Cuarmman. Wait a minute. Let me ask you this question. Do 
you mean 500 or 600 different categories or 500 or 600— 

Mr. Frentz. Products. 

The Cruatrman. Different products? 

Mr. Frentz. Probably so; ves. 

The Cuarman. I don’t have 500 or 600 different items in my home; 
do I? 

Mr. Frenvz. Yes. 

The Cuarrman. I do? You mean 500 or 600 different items? 

Mr. Frentz. When you come to structural improvements, there can 
be quite a list of improvements that will go into an average house. 

The Cuarrman. Name some of them. 

Mr. Frentz. Well, take curbside walks, sodding, landscaping in 
general. We will take sewerage connection to the main sewers, water 
connections, gas and light connections, driveways, garages. On the 
farms, we have silos and outbuildings of various types. That is what 
I meant. by saying that there are hundreds of items. 

The Cuarrman. Don’t you think it was the intent of Congress that 
it was to be repairs such as roofs, sidings, floors, ceilings, and paint- 


ing? 

Mr. Frentz. The Congress wrote into the law, sir, that it also 
includes the insurance of loans for the erection of new structures, new 
nonresidential structures. 

The CHarrman. New structures meaning, I presume, a room to an 
existing house. 

Mr. Frentz. No. 

Senator Maypank. Is that how you got the barbecue pits in? 

Mr. Frentz. The so-called barbecue pits were an improvement to 
the existing structure, 

Senator Mayranx. To the house? 
Mr. Frenrtz. Yes. 
Senator Maygpank. That is out in the yard. 
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‘sel f ¢ ‘ Mr. Frenvz. By the same token, sir, the driveway and the land- 
scaping are an improvement to the existing st ructure, 
roved y Senator Bricker. I don’t want to carry this too far, but would it 
cover swimming pools? 
Mr. Frentz. Yes. 
Senator Bricker. Lightning rods? 


aaa: 


assed Mr. Frenrz. Yes. 
Senator Doveias. Mr. Chairman, may I ask a question ¢ 
if we The CuatrMan. Senator Douglas. 
Senator Dovetas. I was struck with one of your replies to Senator 
) you Capehart’s questions; namely, you said that you would authorize loans 
on fire alarms. Is this fire alarm in a single-family house ¢ 
)0 or Mr. Frenrz. The fire-alarm system is something that has hit us like 
a bolt of lightning, sir, about a year ago, and I do not mean to be 
hich facetious. Iam quite concerned over fire alarms and there is a meet- 


ing in Washington this very week by the manufacturers because I, per- 
sonally, have probably accounted for the fact that I have pricked 

ye us their bubble. 
Senator Dove as. I am trying to find out whether you, as the FHA, 


our authorize loans on fire-alarm systems in single-family houses? 
Mr. Frentz. Yes, sir. 
Do Senator Doueias. What need is there for a fire-alarm system in a 


single-family house? I can understand the need in a multiple-family 
dwelling. 
Mr. Frentz. You are asking me a question that, perhaps, a fire- 
alarm manufacturer should answer, but let me give you the answer 
me ; that I get to that very same question. They come in and they show 
you where fire has broken out in a single-family home and the occu- 


pants have burned and died. They say that it is necessary for their 


¢ protection and necessary for their own life. 

can Senator Maynank. If a person didn’t wake up in smoke and fire, 

use. would they have such a powerful fire alarm it is going to wake 
them up? 

g in Senator Doveias. How widespread are these loans on firm alarms? 

ater Is this merely a sensational and amusing circumstance that we are 

the illustrating, or has there been a considerable volume of that ? 

vhat Mr. Frentz. The firm-alarm business started approximately last 
fall, perhaps even earlier in the summer, That is where we first started 

that to have our trouble with this fire-alarm business. 

vint- The Cuatrman. What were your troubles? 


Mr. Frentz. To me, using fear psychology in selling a product to a 
also homeowner. 


new The CuarrmMan, Why did you approve it ? 
Mr. Frenrz. Our counsel was of the opinion, sir, that we had no 
> an other choice because of the wording of the statute. 


The Cuarrman. Did you come before this committee or the House 
Banking and Currency Committee and ask an opinion about it? 
Mr. Frenrz. Not that I know of, sir. 
t to The CuHarrMan. When the bill was before us, which it still is, did 
you suggest to us that we change the law so you would not have to 
rule that fire alarms came within the sphere of the law ¢ 
Mr. Frentz. I have discussed this question with our counsel on a 
‘ number of occasions to endeavor to find out whether or not there was 
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in the law a means whereby we could select these products and turn 
down others: in other words, an act of diserimination, perhaps. 

The CHatrMan. What did your general counsel tell you? 

Mr. Frentz. That we did not have the legal right to do so. 

The Cuarrman. Why didn’t you come before the committee, if you 
thought it was a good thing, and ask for the legal right to do so? 

Mr. Frenvz. Sir, we are here now. I will say this, sir, that I.am 
limited in answering a question of that type. Others have been 
before me. 

The CHarrman. Who is the General Counsel of FHA, please ? 

Mr. Frentz. Mr. Howard Murphy is now the Acting General 
Counsel. 

The Cuatrman. Who was the General Counsel ? 

Mr. Frentz. Mr. Bovard. 

The Cuamman. How long has he been there? 

Mr. Frenvtz. Since 1935, Mr. Hollyday says. 

The Cnarmman. He has been there since the inception of the law ? 

Mr. Frentz. I believe so. 

The CuHatrmMan. When did he leave? 

Mr. Frenrz. A week or two ago. 

The Cuarrman. Then he is the gentleman with whom you consulted 
last year and who made the ruling that fire-alarm systems came within 
the scope of the law? 

Mr. Frenrz. We consulted with the entire Legal Division in con- 
nection with our entire operation. 

Senator Doveias. Mr. Chairman? 

The Cuamman. Senator Douglas. 

Senator Doveias. Do you approve of loans on dog kennels? Are 
these eligible for FHA guaranty ? 

Mr. Frenvz. I have not seen that come in as ane ‘ligibility question. 

Senator Dove.as. You could not swear that it might not ? 

Mr. Frentz. No, I could not, sir. 

The Cuamman. You said earlier in your testimony that thts was 
a pump-priming law. T think it is. The water is running all over 
everything. 

Senator Busn. Mr. Chairman? 

The Cuatrrman. Senator Bush. 

Senator Busu. You were about to get into the question of in- 
creased participation of banks in the risk through these loans a little 
while ago. Then we got into another angle. Would you take that up 
right there? You were going to make some suggestions as to how 
the banks might be expected to participate to a greater extent in the 

risk of these insured loans. I would like very much to have you de- 
velo that thought. 

Mr. FRENTz. 1 feel this way, that in making this title I a sound 
operation, that heretofore, the lending institutions have, in effect, 
had full insurance coverage. We discussed that this morning. And 
that, perhaps, one of the failures in this program, if I may term the 
word a failure, is that there should be a form participation in the risk 
between private industry and Government, and that that participa- 
tion in the risk may level off some of these objectionable features that 
we now face today. 

Certainly, I feel this way. If we had that participation during this 
boom period I was mentioning a moment ago, there would, perhaps, 
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have been a much more careful scrutiny not only of the products, but 
also of the dealers themselves, and the type of dealers and the type of 
salesmen. 

Senator Busu. That is exactly the point I was trying to develop this 
morning, but I wish you would develop it further. 

How would you think that the law or the regulations might be 
changed—we are more interested in the law right now—so as to re 
quire more realistic participation in the risk on the part of the lender ¢ 

Mr. Frenrz. There are a number of different ways of doing it but 
we also endeavor to do it in the most businesslike fashion and the 
cleanest and clearest fashion, treating everyone across it equally. 
One very simple way of doing it, for example, is when a claim for 
loss comes in, instead of paying that claim for loss 100 cents on a 
dollar, perhaps pay a portion of that claim, 80 or 90 or 95 percent 
of that claim. 

I make this point, that I believe it is not so much a matter of dollars 
toa lending institution but if you have them sustain a loss of principal, 
then they have to go before their senior officer and explain that loss 
of principal. Then that makes immedi: ately the senior officers of 
the institution to scrutinize the lending operations of those down on the 
firing-line making these consumer-credit loans. So, in our general 
thinking, as mentioned by the Commissioner this morning—— 

The CuatrmMan. Will you yield just one moment! I am going to 
have to leave here shortly and I want to make a statement before I do 
to determine whether we will call Mr. Hollyday again. I want to ask 
Mr. Hollyday a question. Then we can proceed with this hearing 
as we care to. 

Mr. Hollyday, now that Mr. Powell has refused to testify on section 
608, he being the man in Government who handled it from its inecep- 
tion down to the present time—and I was informed he knows more 
about it than anyone else, being the senior administrative officer han- 
dling it—who else over there can we call to give us some information 
on section 608¢ As you know, at the direction of the President, the 
Internal Revenue Service delivered to us this morning the names of 
1,149 concerns who have mortgaged-out on section 608, meaning that 
they have taken out more money than the cost of the project and in 
many instances they have declared big dividends. Who is it over in 
FHA’ Maybe it is yourself. You have been there a year. Who can 
give us the information that we ought to have on it? 

While section 608 expired in 1950 and there has been no action under 
it since, or no loans made since 1950, section 213 in the proposed act 
and possibly section 203 and military housing are susceptible to the 
same sort of irregularities as section 608. We would like, as a com- 
mittee, to make certain that we tighten the law with respect to those 
titles and any others that I didn’t mention. Whocan give us the infor- 
mation that we think we ought to have in respect to section 608, since 
Mr. Powell refuses to testify. 

Mr. Houtiypay. Senator, I believe that Mr. Perce who is, I think, an 
attorney as well as the right-hand man in that operation, would be an 
excellent person for this committee to invite here, 

The Cratrman. What is his first name? 

Mr. Hotuypay. Le Grand Perce. 

The Cuarrman. What is his title? 
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Mr. Hotuypay. I think it is Associate General Counsel, assigned to 
the multiple-housing unit. 

The Cuarrman. The General Counsel of the FHA is likewise the 
General Counsel who would handle section 608 matters ? 

Mr. Hotiypay. The General Counsel? Mr. Bovard is General 
Counsel for all operations; yes, sir. 

The Cuarrman. And Mr. Bovard has been asked to resign and 
refuses to do so? 

Mr. Hotiypay. That I do not know, sir. 

The Carman. Those are the facts. Mr. Murphy has been ap- 
pointed to take his place; is that a fact? 

Mr. Hotiypay. Mr. Murphy, in my opinion, sir, is one of the most 
able attorneys I have ever met, and I relied on him a great deal. 

The Cruarrman. He has only been there a short time. Mr. Bovard 
has been there from the beginning of the law, you say ? 

Mr. Hotiypay. Mr. Murphy has been there a long time, and he is a 
very capable person. 

The a ieiear. He has been there many years too, has he? 

Mr. Hottypay. Yes, sir. 

The Cuarrman. And he ought to know all the committee might 
want to know on it? 

Mr. Hotiypay. Yes, sir; he should. 

The Cuamman. We have over 7,000 section 608 cases. As I said 
a moment ago, the Internal Revenue Service has turned over to us 
1,149 of them. I might say for the benefit of the press so that you 
won’t be telephoning us—not that we are not delighted to talk to 
you about anything and everything—that until the committee makes 
a ruling as to how we handle these 1,149 cases, the names will not be 
given out. However, I think the Internal Revenue Service has 
already given you the number of cases in each respective State. 
You have that. That is as much information as the law will per- 
mit us to give at the moment or until we can decide what the com- 
mittee wishes to do with it. 

I will say this, that there is no question but what the committee 
will call as witnesses before it many, many of the concerns among the 
list of 1,149 for questioning, and we will do that just as soon as we 
can report out this present bill and come to our conclusions as to 
what ought to be done with it. 

Have you anything further, Mr. Frentz? 

Senator Busu. At your convenience, I would like to pursue my 
question. 

The CHamman. Senator Bush. 

Senator Busn. Will you take up where you left off there again about 
the banks? 

The Cuarrman, Will you yield just one moment because I may be 
leaving. 

Tomorrow at 10 o’clock our witnesses will be Mr. Albert M. Cole 
and Mr. Walter L. Green, the former Deputy Commissioner of FHA, 
and a representative of the General Accounting Office. Those will be 
our witnesses at 10 o’clock. 

Then on Wednesday we have the National Association of Home 
Builders and the Mortgage Bankers Association, and on Thursday 
the National Association of Real Estate Boards, the American Bank- 
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ars Association, the Life Insurance Association of America, and the 
National Association of Mutual Savings Banks. They will be with 
us on Thursday. 

Senator Frear. Mr. Chairman, may I put something in the record 
that I asked for on Mr. Hollyday’s background this morning? He 
has supplied it and I would like to present it for the record, 

The Cuarmman. I think we ought to read it for the benefit of 
everyone. 

Senator Frear. Very well. 

The CHarrMan (reading): 

Resigned as- 
President, Title Guarantee Co. 
Vice president, Randall Wagner & Co. Ine. 
Member, board of trustees, Savings Bank of Baltimore 
Member, board of trustees, Loyola Federal Savings-Loan Association 
To become Commissioner of the Federal Housing Administration 
Presently : 
Chairman of board, Council of Churches of Maryland and Delaware 
President, Fight Blight Inc, 
Member, board of directors, the Fight Blight Fund 
Past President : 
Mortgage Bankers Association of America 
Real Estate Board of Baltimore 
Alumni Association, Johns Hopkins University 

Senator Busu. Would you mind going back to where we were, Mr. 
Frentz, and go ahead with your explanation as to how the banks might 
become greater participants in this risk? 

Mr. Frenvrz. I said that when a claim came in for us to certify and 
to pay, instead of heretofore paying 100 cents on the dollar in that 
prose we would only pay a ratio, a proportion. ‘That would definitely 

‘ause, in my opinion, lending institutions to look at all their loans and 
peer at them very carefully. 

We can do that without redtape and without extra forms and extra 
expense, 

Senator Busn. Does that require any change in the law, in your 
opinion ? 

Mr. Frenrz. Possibly it would. Our counsel was of the opinion 
last fall when we discussed this that perhaps we could do it without 
a change inthe law. But I personally feel that if we had it in the law 
by Congress, that would give it more support and more weight and 
perhaps be better for all concerned, rather than to put it in the hands 
of the Administration and from time to time having changes made 
in it. 

Senator Busu. You really recommend, then, that the law be modi- 
fied or amended so as to provide for it ¢ 

Mr. Frenrz. I make this recommendation, sir, that it is one means 
of—a very effective means of—tackling this problem that we face to- 
day. We discussed it at quite some length last summer in this advisory 
committee of ours. There was considerable thought across the coun- 
try in opposition to such a plan. 

There was feeling that the small country bankers, for example, 
would drop out of the program entirely, that if they had to pay ¢ 
premium and not get full insurance they should, or would go ahead 
and drop out of this program. There is quite a divided opinion on 
the subject. 
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Those who are against the idea are very strongly against it. 

Senator Busu. They are against it because they think it would re 
sult in supplying less credit for the renovation and improvement 
loans. 

Mr. Frentz. That is right, sir. 

Senator Busu. Which would suggest, then, that a lot of the credits 
that are being made are not very good but they are being made because 
of the Government protection, is that right ? 

Mr. Frentz. No; I would not say that the credits are not good. | 
believe they are looking forward to the time when they may want more 
protection. They don't need it now in the sense that their record has 
been excellent. 

We have outstanding in the hands of lending institutions, gentle 
men, a billion and a half dollars. That is our approximate outstand 
ing in title I loans today in the hands of banks across the country. 
Our delinquency on that paper, 90 days and over delinquency, as of 
the first year, was 1.1 percent. 

So, if there was a rampant breakdown of this system across the 
country, I think it would be reflected in the delinquencies of this 
paper. The losses have not been high at all up to the present time. 
I grant you that we have had the economy in our favor, as you can well 
appreciate. But bear in mind the average note is around 36 months in 
maturity. ‘The medium is around 32 or 33 months in maturity. . 





Basic ally you are making a loan to a homeowner and he honors his 
debt. It’s oniy when you have une mployment and strikes and catas- 


trophes of that kind that you have any mass default. % 
So our usual defaults are the human defaults of marital troubles, i 
sickness, death, loss of a job and so on. 
So fundamentally this program is sound to its very core, as far as { 
doing the job it should be doing. Our difficulties are with this fringe 4 


element. Very frankly, they are our big problem. I wish I could 


share this problem with you, in the sense that we want to eliminate 4 
this fringe without its aide ‘ning the other 99 percent of the dealers ; 
and operators with restrictions that they themselves find difficult ; 
to operate under. ; 


Senator Busu. The fringe problem you speak of is the racketeer 
problem that we were discussing this morning ¢ 

Mr. Frenrz. That is right. 

Senator Bbusu. That is the fringe problem ? 

Mr. Frentz. That is right. 

Senator Busn. Wouldn't that problem exist whether or not the 
FHA insured these renovation loans ¢ 

Mr. Frenrz. In fact, sir, we have a procedure whereby we eliminate 
those people from the program when we come across them or find 
out about it. We have a procedure which we call our precautionary 
measures. In precautionary measures where we find that this condi- 
tion exists with a salesman or a dealer or a group of people and we 
ave able to tie it down and put our finger on it, we then issue precau- 
tionary measures against those people “and we say that “any business 
you may do from now on the customer has to come in to the bank and 
sit down with Mr. Banker and sign the papers in front of Mr. Banker.” 

We take those measures against these—I will term them racketeers— 
where we have the facts and we can put our thumbs on them and tie 
them down. 
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We have placed on our so-called precautionary list approximately 
1,300 of these people since 1950. We haven't been sleeping on this, l 
say that we have done the best we could with the tools that we had to 
do it with. I grant you that perhaps we should come back and have 
our meetings with you and tell you our problems more. ‘This is the 
first opportunity that I have had to do that. 

The Cuarrman. It’s your own fault. I hand you 73 questions 
which I wish you would answer in writing for us and have them, if 
you possibly can, by Thursday. (See appendix, p. 1879.) 

Mr. Frenrz. I will be glad to. 

The Cuarmman. I do this because you are the ranking administra 
tive officer. 

Senator Lenman. I am asking this question purely for the record. 
While it is quite possible that certain homeowners suffered loss or 
hardship by reason of unre: sonable cost of their repairs or because 
they were persuaded to undertake projects for which they had little 
or no use, do I understand correctly that so far as the Federal Govern 
ment is concerned it sutfered no loss in connection with title 14 

Mr. Frenrz. That is correct, sir. 

Senator LeunMan. None at all ¢ 

Mr. Frenvz. That is correct, sir. 

Senator Leuman. The premium fully covered or somewhat more 
than covered the losses that came by reason of the guaranties ¢ 

Mr. Frenvrz. That is correct, sir. Since 1939 we have been entirely 
self-supporting. 

The Cuarmman. What is outstanding at the moment, how many 
million ¢ 

Mr. Frenrz. One billion five hundred million. 

Senator Lenman. Mr. Hollyday, I don’t know whether you testified 
on that point. Do you concur in that statement of Mr. Frentz¢ 

Mr. Hotiypay. Yes, sir. 

The Cuarrman. How many accounts are in arrears at the moment ¢ 

Mr. Frenrz. | would say approximately 1 percent, sir, that is, 90 
days and over. We consider an account in arrears 

The Crarrman. The General Accounting Office will testify on that 
subject tomorrow. You say 1 percent? 

Mr. Frenrz. Let me make this clarification for “ record. Our 
figure of 1 percent is based upon 90 days and over in default. In 
other words, people will be a week or 2 weeks or 3 one’ in default 
or 30 days in default and be cured. 

The Cuarrman. As I said this morning, we are not concerned about 
the losses to the Federal Government at the moment or in the past or 
in the future. What happens is that if the account becomes in arrears, 
if the bank can’t collect it after using every conceivable effort on its 
part, then it turns it back to the Federal Government. ‘Then the 
Federal Government turns it over to whom, the Attorney General ¢ 

It only makes sense that the people are going to pay the Attorney 
General of the United States because if they don’t pay him, you know 
what happens if you fail to pay the Government. Certainly you are 
going to have a good record. We are concerned about that, of course, 
but we are more concerned about the advantage that has been taken of 
literally—what we hope is not true but we are fearful it is—tens and 
tens of thousands of Americans. 
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The way it works, the Federal Government becomes the collector. 
I don’t mind telling you, I have never had any experience with it 
but I think I would be afraid of a Federal collector. I think the aver- 
age person is because they know the power of the Federal Government. 
They know the Federal Government has the power to reach right in 
and take everything that they have, and they have paid. 

Certainly you are going to have a good record and you have had 
because you have got the Federal Government 100 percent behind you. 
if a man does not pay, the Federal Government, through the Attorney 
General, takes jurisdiction and I can imagine what happens when the 
Attorney General’s agent shows up at some home and says, “Here, 
represent the Attorney General of the United States and you owe x 
amount of money.” They collect it, I suspect, in every instance. 

Senator Bricker. I have one more question. What has been the 
record of the lending institutions as to losses? Have you got that 
figure ? 

Mr. Frentz. Yes, sir; I mentioned it a moment ago. Our total 
claims to lending institutions since 1934 are approximately 2.3 percent 
of the total volume. Currently—when I say currently, let me make 
this comment. Beginning in 1950 we entered into what we termed an 
insurance program. Our losses since 1950 on the total volume insured 
are approximately eight-tenths of 1 percent. Iam sorry, not the losses. 
‘That is a correction. Our claims to banks, claims to lenders. 

The Cuarrman. If you have such a fine record, would you have any 
objection if we reduced the 10-percent guaranty on the part of the 
Government to 5 percent or 3? 

Mr. Frentz. No. 

The Cuarrman. You would have no objection to that? If there is 
nothing further, gentlemen, we will stand in recess until 10 o’clock 
tomorrow morning. Thank you. 

(Whereupon at 3:20 p. m., the committee recessed, to reconvene at 
10 a. m., Tuesday, April 20, 1954.) 
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TUESDAY, APRIL 20, 1954 


Un trep Srates SENATE, 
CoMMITYEE ON BANKING AND CURRENCY, 
Washington, D.C. 


The committee met, pursuant to recess, in room 318, Senate Office 
Building, at 10:20 a, m., Senator Homer E. ¢ Capehart (chairman) 
presiding. 


Present: Senators Capehart, Bennett, Bush, Beall, Payne, Maybank, 
Frear, Douglas, and Lehman. 

The Cuarrman. The committee will please come to order. Our first 
witness will be Mr. Cole. 

Mr. Cole, will you be sworn, please ¢ 

Do you solemnly swear to tell the truth, the whole truth, and nothing 
but the truth, so help you God ¢ 


TESTIMONY OF ALBERT M. COLE, ADMINISTRATOR, HOUSING AND 
HOME FINANCE AGENCY 


Mr. Corr. I do. 

The Cuamman. Mr. Cole, do you have a prepared statement ? 

Mr. Cox. No, Mr. Chairman; I do not. 

The CHarRMAN. Do you wish to make a statement before we ask you 
questions ¢ 

Mr. Core. If it is satisfactory with the chairman and the committee, 
1 willbriake a brief, preliminary statement. 

The CHainMAN. Suppose | you proceed, then, in your own way. 

Mr, Core. Mr. Chairman and members of the committee, I am 
pleased to have the opportunity to appear before this committee to dis- 
cuss with you problems of our mutual interest in providing assistance 
to the people of America to obtain decent homes in good communities, 
in the cities in which they live. 

Our purpose, here, today, T am sure, is to establish the fidelity and 
the integrity of the agencies dealing with the people, with the lenders, 
with the » builder S, and. with the home buyers. 

I want to say that in the year in which I have been Administrator, I 
have had the complete cooperation on the part of people in the Agency, 
and that I believe there are thousands and thousands of fine, honest, 
capable employees in this Agency. 

It is a difficult thing, of course, when we commence to investigate, 
to determine in what way the machinery may have broken down. Our 
purpose, therefore, Mr. Chairman, is to present to you facts concern- 
ing what we believe may have been some Coa ikdown in the machinery, 
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and then discuss with you what we may do and what Congress may do, 
and this committee may do, to tighten up the organization, the pro- 
grams and the procedures in order that the Agency may do the job that 
you expect it to do. 

In that connection, Mr. Chairman, I find that the people of America 
believe in this approach. I find that the industry groups believe in 
this approach. I find that builders and lenders all over the country 
ure just as much interested in developing a sound organization as we 
are. 

I want to read to the committee, if I may, a letter I received last 
night from the National Association of Home Builders. It is dated 
Apr i1117,1954. This is signed by Mr. R. G. Hughes, president : 

Mr. ALBert M. COoLe, 
Administrator, Housing and Home Finance Agency, Washington, D. C. 

Dear Mr. Cote: The National Association of Home Builders welcomes a full, 
factual investigation into alleged abuses in the emergency postwar construction 
of FHA-insured rental housing. We also welcome a factual and complete in 
vestigation into alleged abuses of the title I repair-loan section of the FHA. 

The home-building industry will not condone any fraud against the home 
buying public or the United States Government. If any such frauds have been 
committed, they should be fully prosecuted. 

NAHB’s objective is to provide homes that are needed for the families of 
America. These homes should be provided at the least possible competitive cost 
and the greatest possible comfort, livability and design. 

The home-building industry directly employs a million on-site construction 
workers and perhaps four times that number earn their livelihood in the related 
industries that supply lumber, concrete, steel, appliances, and other products 
for the home. Each year it creates more than $12 billion of real wealth for the 
American economy. Therefore, our interest at this time, as always, is to provide 
the homes that Americans need and make our contribution to the Nation's 
economy. 

In order to do this, it is extremely important that a good, practical housing 
bill be passed without delay. Since all of the new and forward-looking programs 
of the bill now being considered are dependent upon a good, workable FHA, and 
since the FHA has been the backbone of our industry, we urge you to take neces 
sary steps to restore the confidence of the people in the integrity of the Federal 
Housing Administration. We pledge our cooperation toward these objectives 

(Signed) R. G. Hugues. 


Senator Maypank. Mr. Cole, that is a very excellent letter, and I 
thoroughly agree that is the way most of the home builders or housing 
people feel. But now we have some 1,149 cases that you are very well 
familiar with, that run from 110 to, I think, 140 percent overcharge. 

Mr. Cotz. They run from 100 percent to over 150 percent, sir. 

Senator Maynank. Well, now, would you believe it a good idea to 
publish the names of these people? 

Mr. Coir. Senator, I believe in complete and absolute goldfish- 
bowl operations. 

Senator Maypank. I am glad. 

Mr. Coir. May I point out one more thing in that connection? It 
is not my judgment that all of the names listed therein would be in- 
volved in illegal mortgaging. 

Senator Mayank. I didn’t suggest that. I suggested this, so that 
we might get thoughts on this new housing bill, as to how to write it, 
so it couldn’t occur again. 

I think in one paragraph there you said that they wanted a housing 
law passed as soon as possible. 

Mr. Corr. That is right. 
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Senator Maynank. So these houses could be built at the lowest 
possible cost, for the benefit of the public. I didn’t charge these people 
with that. 

Mr. Corr. Oh, no. Senator Maybank, in following through with 
«a word of caution which I had, I want to do everything possible to 
protect those who are not guilty of the violation of any law, and there- 
fore, if a man has, as I have put it before, if a man has outguessed an 
appraiser, and thus constructed his project at less cost than the in- 
surance, or mortgage, he would be in a different position. 

Senator Maypank. He certainly would, but I want to write this 
law so he can’t outguess them. 

When we had an off-the-record meeting here with you, and you 
said that you and your organization would try and help out, with the 
knowledge that you have, to help us to get these titles that still exist, 
so that they can’t outguess the appraisers—I don’t know whether you 
think it or not, but 1 think in some of these other titles, they have 
outguessed the appraisers. Would I be wrong? 

Mr. Coir. Sir? 

Senator Maysank. I think in some of the other titles they have 
outguessed the appraiser. 

Mr. Cote. That would not be entirely impossible. 

The Cnamman. Mr. Cole, do you think the proposed legislation 
that is before this committee, which has already passed the House of 
Representatives, can be tightened up, or ought to be amended to avoid 
the alleged irregularities that we have been reading about and talking 
about over the past 10 days? 

Mr. Coie. Mr. Chairman, I think in connection with the section 213 
and the section 207 program, that perhaps this committee should con- 
sider adding to them the certification with respect to the so-called 
mortgaging-out feature. 

With respect to title 1, it is my judgment that there is sufficient law 
now on the books to operate the title 1 program effectively and sat- 
isfactorily. I do have some suggestions which, if the committee is 
interested, I will present to the committee for consideration. Most 
of them are administrative procedures and regulations which can be 
considered to assist in tightening the organization and procedure 
with respect to title I. 

The Cuatrrman. Now, Mr. Cole, will you just yield one moment ? 
1 want to place in the record at this time titles in the proposed legis- 
lation which might well be susceptible to the same sort of abuses 
that we have been reading about. 

I want to say that these titles were recommended by you, recom- 
mended by the administration, recommended by the builders, the 
mortgage lenders, and everyone else, and I think I am correct in this. 
If I am not, I want to be corrected—not one single word was said 
against them by any witness, administration witnesses or industry 
witnesses. 

Mr. Coir. Or nonindustry witnesses, 

The CuatrmMan. Or nonindustry witnesses, that the thing that we 
are evidently now uncovering could happen. I want to show you—— 

Senator Maynank. They said it couldn’t happen. 

The Cuatmrman. They have been repeatedly telling us it couldn’t 
happen. 
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Here is section 207, rental housing. The mortgage must not exceed 
80 and 90 percent of the estimated value. Without objection, I am 
going to place these in the record, that the Senators might well see 
this when we get to considering the matter. 

Here is section 203, where the percentage of the mortgage that the 
Government will insure is 95 percent, and the same language as we 
have had in the old bills. 

Section 8 is called Sale Housing, and it is 95 percent of appraised 
value, which is susceptible possibly to the same sort of abuse. 

Here is section 220. That is a new section which we heard a lot 
about. It talks about 90 percent of estimated value, including land 
and other fees and charges. 

The same type and principle as the old section 608, and it is sus- 
ceptible to the same sort of abuses. 

Section 221 is 100 percent mortgage guarantee, and 40-year loans. 
That is susceptible, we believe, to the same sort of abuses. 

And finally we have section 213 which is cooperative housing, which, 
of course, is susceptible to 90 percent of—the Federal Government is 
guaranteeing 90 percent of the mortgage, and 65 percent of the par- 
ticipants—meaning those buying the co-op; if they are veterans, it is 
95 percent. 

So you see, in this proposed bill, we have 6 sections that might well 
be susceptible to the same sort of abuses as the old section 608, which 
expired in June. 

(The documents referred to follow :) 


SECTION 207-——-RENTAL HOUSING 


Insurance on mortgage amounts up to $5 million; up to $50 million where the 
mortgagee is a Government instrumentality or nonprofit cooperative, and its 
operations are subject to regulation by an agency of Government. The mort- 
gage amount is not to exceed: 

(a) 80 percent of the estimated value of the property. 

(b) 90 percent of estimated value, if the mortgage does not exceed $7,200 and 
if the number of bedrooms equal or exceed two per family unit. 

(c) Maturity determined by the Commissioner—customarily 39 years, 8 
months. 

(ad) $2,000 per room, not in excess of $10,000 per family unit ($7,200 per unit 
if the number of rooms do not equal or exceed four). 


Key changes in 8. 2938 


(a) Removes the $10,000 maximum mortgage limitation. 

(b) Increase the per room mortgage limitation from $2,000 to $2,400, if ele- 
vator type. Also increases $7,200 limitation to $7,500 where unit is less than 
four rooms. 





SECTION 203-——-SALE HOUSING 


Insurance on mortgage amounts up to $16,000 for single or two-family type, 
$20,500 on three-family type, $25,000 on four-family type. 

(a) The mortgage amount is based on appraised value. 

(b) The maturity is 20 years on an existing structure, 25 years on new struc- 
tures, and 30 years on low priced section 208 (b) (2) (D) loans. 

On the section 203 (b) (2) (D) loans (95 percent on $7,000 houses) the builder 
is allowed only 85 percent loans, 
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Proposed and current schedules of marimum mortyage amounts for 1- and 
2-family home mortgages insured under FHA sec, 203 


Proposed Current 


1- and 2-family, new 1- and 2-family new 


aan hom l-family new, sec. | 1-family new, sec and existing, sec 
aa aaieemi 203 (b) (2) (D)3 203 (b) (2) (( 203 (b) (2) (A) * 
except operative (owner-occupant | (owner-occupant (all mortgagors 
FH A appraised builders) | Inortgagors) | mortgagors) except operative 
value (per structure) r | builders 
| r 7 Fes “oe ~ | r - 
| Maxi- | Maxi- | | Maxi- | Maxi- 
mum in- Loan- | mum in- Loan- mum in- Loan- mum in- Loan- 
surable value | surable | value surable value | surable value 
mort- | ratio } mort- ratio mort- ratio } mort- ratio 
gage § gage gage gage 
Percent Percent Percent Percent 
$4,000 $3, 800 | 95.0 $3, 800 | 95 $3, 800 95.0} $3,200 80.0 
$5,000 : 4, 750 95.0 | 4.750 | 95 4, 750 95.0 4, 000 80.0 
5 5,7 5.0 | 5,7 j ‘ 7 95.0 $ 
$8,000 lee | 7, 600 | 95.0 | *7,600 | 695 7, 350 91.9 6, 400 80.0 
$9,000 : | 8, 350 92.8 7 8, 550 | 795 | &, 050 89.4 7,200 | R0. 0 
$10,000 9, 100 91.0) *9,500 $95 &, 750 87.5 8,600 | 80. 0 
$11,000 | 9, 850 | 89.5 |_- linet 9, 450 85.9 | 8, #90 | 80. 0 
12,000 See CU 88.3 | aides i . ‘ 9, 600 80. 0 
ry 11, 350 | 87.3 | | 10,40 80.0 
$14,000 : sat Eee 86.4 11,2” 80.0 
$15,000 ad | 12,850 85.7 | 12,00 80. 0 
$16,000 — 13, 600 55.0 12,80 80.0 
$17,000 j 4 14,350 84.4 13,610 80.0 
$18,000_........ sibel 15, 100 83.9 z or : r 14,40 80.0 
$19,000... scien 15, 850 83.4 15,20 80.0 
$20,000 ile . 16, 600 | 83.0 |...-. ‘ | 16, 10 80.0 
$21,000 a .| 17, 350 82.6 ok 16, 010 76. 2 
98,000. 532. 6i5.. | 18, 100 | 82.3 . i 16, #0 72.7 
23,000 |} 18,850 82.0 |-. 16. #0 69.6 
24,000 19, 600 81.7 : a 16, 00 66.7 


$24,600 $ io 20, 000 $1.3 }.. 5 én 16, 000 65.0 


1 Proposed terms for 1- and 2-family new and existing: not to exceed 95 percent of $8,000 value and 75 per- 
cent of value in excess of $8,000, and not to exceed a mortgage of $20,000. 

2 Current terms for 1-family new under sec. 203 (b) (2) (): not to exceed 95 percent of value and not to 
exceed a mortgage of $6,650, plus $950 per room for 3d and 4th bedrooms. 

’ Current terms for 1-family new under sec. 203 (b) (2) (C): not to exceed 95 percent of $7,000 value and 70 
percent of value in excess of $7,000, and not to exceed a mortgage of $9,450. 

‘ Current terms for 1- and 2-family new and existing under sec. 203 (b) (2) (A): not to exceed 80 percent 
of value, and not to exceed a mortgage of $16,000 per structure. 

$ Per structure. 

¢ Minimum of 3 bedrooms per family unit. 

? Minimum of 4 bedrooms per family unit, or minimum of 3 bedrooms per family unit in geographic area 
where Commissioner finds cost levels so require. 

* Minimum of 4 bedrooms per family unit in geographic area where Commissioner finds cost levels so 
require. 


Key changes made by 8. 2938 


The maximum mortgage amounts insurable are $20,000 on a 1- and 2-family 
type, $27,500 for a 3-family, $35,000 for a 4-family. 

(a) The maximum maturity on all loans, including existing structures is 30 
years. 

(bv) The ratio of loan to value is increased all along the line as shown on table: 
95 percent on first $8,000 (House bill 95 percent of first $10,000) and 75 percent 
over $8,000 (in House over $10,000). 





TITLE I-——-SECTION 8 SALE HOUSING 


Intended for families of low and moderate incomes, particularly in suburban 
and outlying areas. Less stringent property requirements (neighborhood, utili- 
ties, streets, transportation, schools, and degree of completion or finish of house) 
are applicable. Mortgage amount not to exceed: 

(a) 95 percent of appraised value, in an amount not to exceed $5,700. 

(b) 85 percent or $5,100 for builder. 

(c) Maturity not to exceed 30 years. 

(d) Interest is now 41% percent, and an extra % percent fee is allowed. 


44750—54— pt. 3-6 
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Key changes in 8. 2938 


Transferred to title II of the act, intended to be administered with the similar 
property standards. 





SECTION 220 


Intended to assist in the rehabilitation of existing dwellings and the construc 
tion of new dwellings in urban renewal areas. The mortgage is not to exceed: 
(a) 90 percent of estimated value, including land and other fees and charges. 

(b) $2,250 per room and $2,700, for elevator type. 

(c) Mortgage also available for existing and new 1- to 4-family structures 
where the mortgage would be same as for section 208 (95 percent of $8,000, 75 
percent over $8,000; in House bill, 95 percent of $10,000 instead of $8,000). 

(d) The maturity of the loan could not exceed 30 years. 


SECTION 221 
(100 percent, 40-year loans) 


Available for families displaced by slum clearance or other governmental ac 
tion in communities that requested it and where they have an acceptable program 
of urban renewal. 

(a) The mortgage amount could not exceed $7,000 (House passed bill $7,600 
and $8,600 in high cost areas) or 100 percent of appraised value, on new or 
rehabilitated structures. The owner-occupant is required to pay $200 for settle- 
ment charges. 

(6b) Maturity of mortgage is 40 years. A builder can get a mortgage for 85 
percent of appraised value. 

(c) The mortgagee has the option after 20 years to assign the mortgage to FHA 
and receive 10-year debentures for unpaid balance of loan plus accrued interest. 


SECTION 213-—-COOPERATIVE HOUSING 


Insurance on mortgages amounts up to $5 million on cooperative projects. The 
maturity of the loan is 40 years. The mortgage amount is not to exceed: 

(a) 90 percent of replacement costs. 

(b) 95 percent of replacement costs when 65 percent of the cooperators are 
veterans ; the ratio would be lessened proportionally down to 90 percent, as the 
percent of veterans decreased to 50 percent. 

(c) $8,100 per family unit or $1,800 per room when the mortgage is 90 percent 





of cost. a 
(d@) $8,500 per family unit or $1,900 per room when the mortgage is 95 percent 4 
of cost. 4 
The current interest rate on section 213 management type is 44% percent; on 4 





individual type 4% percent. 
Key changes made by 8. 2938 


1. Increases the possible mortgage amount on a single mortgage to $25 million 
if the mortgagor is regulated by Federal or State law as to rents, charges, and 
methods of operation. 

2. Would change the basis for determining the mortgage amount from “replace- 
ment cost” to “estimated value” (less liberal) 

3. The ratio of loan to value would be 90 percent, unless at least 65 percent 
of the cooperative membership were veterans in which case it would be 95 percent. 
This avoids the complicated computation in present act. 

4. When loan is 90 percent of value. 

(a) Mortgage amount $2,250 per room. 

(6) Mortgage amount $2,700 per room in elevator type. 

5. When loan is 95 percent of value. 

(a) Mortgage amount $2,375 per room. 

(6b) Mortgage amount $2,850 per room in elevator type 











The Cuarrman. Now, my question to you is, are they susceptible to 
the same sort of abuses ? 
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Mr. Coie. I don’t believe they are all susceptible to the same sort of 
abuses. 

The Cyaan. Are they susceptible to any kind of abuses! 

Mr. Coxe. I think they are susceptible to some kind of abuse. 

The CuarrMaAn. Are you prepared, today, to recommend to this 
committee how we may tighten the law on those six sections to abso- 
lutely avoid the type of irreguls aries that we have been reading about, 
and if not, the next question 1s, do you think you can give us proposals 
in writing within a week’s time, based upon the experience of your 
organization, that will estop, in the future, these alleged irregular ities / 

Mr. Coie. We will provide the committee with our recommendations 
in writing. 

(The information requested will be found in the files of the commit- 
tee. ) 

Mr. Coie. Prior to that, however, and for the purposes of this 
discussion, let me say, however, that in my judgment, the loan-to-value 
ratio is not a relative matter in connection with the windfall or mort- 
gaging-out feature. 

In other words, the fact that a project may receive insurance up to 
100 percent or 90 percent, or 75 percent, generally—— 

Senator Doueias. That makes no difference / 

Mr. Core. It is my judgment that the abuses do not occur by reason 
of either a large loan-to-value ratio, or a limited loan-to-value ratio. 

Senator Dove.as. If you have an unlimited guaranty, Mr. Cole, 
what inducement is there for the lending agency to observe precautions, 
unless they are risking some of their capital’ How can they be ex- 
pected to be careful in the making of the loans ¢ 

Mr. Corr. Senator Douglas, in my opinion, the mortgaging-out 
feature had to do with the estimate of the cost. The appraiser esti- 
mated the cost to be, let us say, $1 million. The builder constructed 
the project, for example, for $800,000. He had, therefore, a mort 
gaging-out, or windfall, of $200,000. Now, that sort of an operation 
has nothing to do with the amount of insurance or the amount of the 
mortgage granted. 

The Cnairman. Your point is whether it was to be a guaranty of 
20 or 80 percent would make no difference in principle in the operation 
of this particular type of legislation, is that your point 4 

Senator LenmMan. May I ask a question ? 

The CuatrmMan. Senator Lehman. 

Senator Lenman. You said that you believe in most instances, or 
not in most instances, in the list that has been submitted of 1,192 
names and projects, that the work was done in accordance with law. 
There was no breach of the law, and you stated that you thought in 
some cases that the builder had simply outguessed the appraiser. 

Mr. Coir. Iam sure, Senator, that must have occurred. 

Senator Leuman. If that is the case, there must be one of two 
things, it seems to me; either thoroughly inefficient appraising by the 
appraiser, or some kind of corruption or collusion. 

Mr. Coie. That is right. 

Senator Leuman. Regardless of whether it be a matter of careless 
or inefficient appraisal, or collusion, do you think that under the law 
the builder should be able to take advantage of that situation / 

Mr. Coir. No, sir, I do not. 
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Senator Lenman. But he can, now, can’t he? 

Mr. Core. He can’t, now, under section 608; it is possible that he 
might under sections 207 and 213; yes, sir. 

Senator Leuman. It seems to me that when that is demonstrated, 
that there has been either inefficient appraisal or corruption, which 
makes it possible for the builder to balls advantage of the situation 
and to work some hardship on the occupants of the buildings, that 
the Government should have the means of preventing that, even after 
the act, even for a very substantial period after the act. 

Mr. Cote. I would agree, sir. 

The Cuarrman. Mr. Cole, why don’t you proceed? I think I asked 
you a question as to what you think we ought to do in connection with 
these six titles. 

Mr. Coir. Some of these titles. Senator, have provisions which re- 
quire the builder to certify the amount of his cost, and if the costs 
of the project are less than the mortgage, or the insurance, he must 
total the mortgaging-out amount, the windfall, and apply that upon 
the mortgage. 

In other words, reduce the mortgage by the amount of the windfall. 

It is my opinion that those rental provisions, the provisions for 
rental projects, should also contain this requirement. 

I am of the opinion, based upon our present studies, however, Sena- 
tor, that it would not work in section 203. These are sales houses. 
These are houses built in individual units and sold to individual 
people, and the same problem is not inherent in the program, in 
section 203. 

Senator Dovueias. Why not ¢ 

Mr. Corr. Well, Senator, the mortgaging-out feature developed by 
reason of the fact that the builder establishes a corporation wherein 
he obtains the benefit, or the corporation obtains the benefit of the 
windfall. 

This is a project held by that corporation or sold to another corpo- 
ration to rent. Now, when they build and sell, they would not have the 
same profit involved in the transaction where they sell it to indi- 
vidual people, individual] units to individual people. 

Senator Dovenas. Is the corporation dissolved upon the comple- 
tion of the project ¢ 

Mr. Coir. Some of them do dissolve. 

Senator Douetas. Was that a wide practice ? 

Mr. Corx. It is my opinion to say it is a fairly general practice. 

Senator Doverias. That is so ingenious a method that it could not 
have been discevered independently by a wide variety of persons. 
It must have been passed on from group to group; I am sure that 
you wouldn't have such an ingenious plan as that developed by 1,100 
and how many? One thousand one hundred and seventy-nine people, 
independently. You might have 2 or 3 people hitting upon it, but I 

doubt that you would have such universal practices. 

Mr. Corr. I would agree, sir. I would agree. 

Senator Doveias. Have you ever given consideration to probing 

the degree to which this practice was inspired inside the industry / 
Mr. Corr. I would say that we certainly plan to and will probe 
the entire matter, to cover the entire phase of it, sir: yes. 
Again, may I add parenthetically, and say very frankly that T agree 
with the National Association of Home Builders about our objective 
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and there are thousands and thousands of honest home builders in 
this country, and we don’t want to point the finger at an industry 
because they are doing a marvelous job. They have been and are 
continuing and will do so in my opinion. 

Senator Leuman. As a practical application, may I ask you to what 
extent have the overages of mortgage money, over actual contrac- 
tors’ costs, been applied to the mortgages ¢ 

Mr. Coie. In those cases which now have the provision ¢ 

Senator Lenman. Yes, 

Mr. Cork. In the section 608 cases, none, in my opinion, or almost 
none. 

Senator Lenman. Almost none that have been applied against the 
mortgages ¢ 

Mr. Core. That is right. You see, Senator, this is a practice where 
the corporation builds the project, they find at the end that they 
have the windfall or the mortgaging-out. The windfall. They im- 
mediately declare a liquidating dividend, instead of applying it upon 
the mortgage. This is my judgment—and it is purely judgment— 
my judgment is that we will find almost none of these corporations 
apply ing the windfall to the reduction of the debt. 

Senator Maynank. And to keep the record clear, if the Senator 
will yield, in addition to the windfall they put in their pockets, they 
charged rents on the windfall. 

Mr. Corr, That is very true. 

Senator Marnank. Because you raised the thing from $1 million 
to $1.2 million, and amortized the loan and charged the poor people 
the rent on the basis of $1.2 million. So for every dollar of windfall, 
there is $2 of rent, if you figure how money and interest doubles 
itself. 

The Crarman. Mr. Cole, we had a series of questions that we 
were desirous of asking Mr. Powell vesterday, and Mr. Powell, as you 
know, refused to testify. They had to do with section 608, which 
section expired in June 1950. Are you familiar enough with the 
operation to answer the questions, or who is within the administration ¢ 

Mr. Cote. Mr. Chairman, we will be pleased to have you ask me 
the questions, and we will do what we can to answer them. 

The Cuatrman. Possibly we had better ask the questions of Mr. 
Greene. 

Senator Doveras. Just a minute, before Mr. Greene takes the stand. 
May I ask a question ? 

The Cuarrman. We are not going to call Mr. Greene at the moment. 

Mr. Greene was the FHA Administrator, was he not, for many 
years ¢ 

Mr. Core. He was Deputy Commissioner, and then became Acting 
Commissioner, and then when Mr. Hollyday was appointed Com- 
missioner, Mr. Greene became Deputy Commissioner dana Mr. Holly- 
day. He has had a long career in the FHA. He knows the program. 

The CHarrman. Mr. “Cole, I hold in my hand a resolution passed 
by the Mortgage Bankers Association of America, Mr. W. A. Clark, 
president, in which they accuse you and the President of the United 
States of having some sort of ulterior motives in the discharge of Mr. 
Holiyday. I would like to read that paragraph. 
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Mr. Clark will be here to testify tomorrow, but I think it has some 
bearing on this phase of our investigation, which is really a continua- 
tion of our st udy of the proposed legislation. I want to just read 
this paragraph. It says: 

In our opinion, Mr. Hollyday’s resignation has been forced not because of 
any indifference to abuses of the FHA system, even though that is the an- 
nounced reason. We wonder whether the real motive behind this summary 
tiring is the fact that Mr. Hollyday is known to have opposed the administra- 
tion’s plan to transfer from FHA to the Housing and Home Finance Agency 
the authority and the responsibility placed by the Congress with FHA. 

The effect of Mr. Hollyday’s firing is to remove a man who opposes this 
centralization of control which he believes to be wrong, and the weakening 
of the agency he was appointed to administer. 

Now, let me ask you this: Did you discharge Mr. Hollyday ? 

Mr. Coie. Of course not. Mr. Hollyday was a _ Presidential 
appointee, 

The Cuairman. Who did ask Mr. Hollyday for his resignation ? 

Mr. Coiz. Mr. Chairman, I am not in a position to answer that. 
He is a Presidential appointee. I understand that he tendered his 
resignation. That is a matter for the White House. 

The Cuarrman. Allright. I think it has been cleared up as to how 
it happened. 

Now, my point is, was there ever any difference between you and 
Mr. Hollyday or the administration and Mr. Hollyday? Was there 
at any time ever discussed the matter of reor ganization, and were 
there any differences of opinion about the matter? 

Mr. Cote. Mr. Chairman, this committee and people in our Agency 
and the people in this room all have differences of opinion about a 
certain matter, whatever it may be. We have differences of opinion 
in our Agency now as to what we should have or are presenting to the 
Congress with respect to the bill which we presented. I have dif- 
ferences of opinion with people sitting right back of me, and they 
with me, on matters which we are discussing currently, every day. 

I have differences of opinion with the Commissioner in Public 
Housing. I have differences of opinion with the Chairman of the 
Home Loan Bank Board. We have differences of opinion every day, 
sometimes. We sit down, we discuss them, we then finally come to 
a decision. Of course we have differences of opinion, Mr. Chairman. 
Of course I have had differences of opinion with Mr. Hollyday, 
and he with me. That is the natural course of events in either agency 
procedure, business procedure or in Congress. 

Now, I think it is a fair question, however, and the Commission 
suggested by this letter, that I proceed to discuss the reorganization 
matter. 

The Cuarrman. Let me ask this question. I think you can answer 
it yes or no. Did the President of the United States, who appointed 
Mr. Hollyday in the first place—and I think there is no question but 
what he asked for his resignation—did he ask for his resignation be- 
cause Mr. Hollyday was opposed to something that the administra- 
tion—meaning the President of the United States—was desirous of 
doing ¢ 

Mr. Coir. Absolutely not. 

The Cuarrman. There is no truth in that statement whatsoever ? 

Mr. Cote. Why, of eourse not. 
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The CuamrmMan. However, the Mortgage Bankers Association made 
that accusation against the President of the United States. 

Mr. Coie. Mr. Chairman, I answered it that way because I believe 
that. You must realize that I don’t know what is in the mind of 
the President of the United States but I say positively, absolutely and 
vigorously, that that was not the reason. 

Senator Dovernas. Mr. Chairman, may I ask a question? 

The CuarmrMan. Senator Douglas. 

Senator Doveras. Did you ever recommend to Attorney. General 
Brownell, or to Governor Adams, or to anyone at the White House, 
that the resignation of Mr. Hollyday be requested ¢ 

Mr. Coir. Yes, I did. 

Senator Dovueias. You recommended that his resignation be re- 
quested ¢ 

Mr. Coie. Yes. 

Senator Doveias. To whom did you make this request / 

Mr. Core. I made the request to the White House, sir. 

Senator Dougias. Why did you make the request ¢ 

Mr. Coie. Well, if the Senator will permit me, I think I should 
go into the entire situation and tell you why. There are three 
matters which I will discuss with the committee leading up to this 
situation. These three matters have to do with title I and section 
608, and personnel policy within the FHA agency. 

On April 29, 1953, I received a report from the FBI regarding 
widespread abuses, frauds, and other activities in California, con- 
cerning title I. I sent this memorandum to Mr. Hollyday and the 
FHA, requesting that they investigate the situation thoroughly and 
furnish me a report. Parenthetically I want to point out that prior 
to my becoming Administrator, the former Administrator, Mr. Foley, 
had requested the FHA to furnish the Administrator all reports, all 
recommendations, all investigations which were made by the FHA. 

On June 4, 1953, and then later June 11, 1953—this was shortly 
after both of us came into the office—we received a memorandum from 
the regional representative of the Housing and Home Finance Agency, 
in which he deseribed—in which memorandum he described the abuses, 
the frauds, and the other activities in connection with title I. This 
memorandum was sent to Mr. Hollyday with a request for a full and 
complete investigation and a request that the report be made to me 
concerning what they had found and what action had been taken. 

On June 16, 1953, I received a letter from a Washington—a District 
of Columbia attorney—transmitting to me proofs of an article to be 
published, describing the widespread abuses of FHA’s title I pro- 
gram, the frauds that were being carried out and the rackets that 
were being conducted. 

Senator Dove as. Was this the article that later appeared in Con- 
sumers Reports ¢ 

Mr. Core. That is right. 

That I transmitted to Mr. Hollyday with a request that this seemed 
to be a very serious situation, and asked that it be investigated thor- 
oughly and that I be advised concerning the activities and the results 
of the report, and what action was taken. 

On June 24, 1953, I personally delivered to Commissioner Hollyday, 
an FBI report regarding what I may, if you will, permit me, call the 
X company of California, indicating a widespread violation on the 
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part of that company and companies affiliated with it, and asked for 
a report with respect to that—investigation and report. 

Senator Frear. Were these title I violations, Mr. Cole? 

Mr. Corr. All these IT am now discussing are title I violations. 

On June 29, 1953, I sent a memorandum to Commissioner Hollyday, 
transmitting proofs of an article on an FHA title I violation which 
was contained in the Consumers Reports, and the memorandum which 
Isent Mr. Hollyday contained in part as follows: 

It seems to me that a situation has arisen in connection with title I loans 
which indicates the necessity for a thorough and complete study of that program 
with a view of amending the regulations and procedures in an attempt to pre- 
vent the many irregularities which now appear to exist. 

On July 22, 1953, the Director of the Compliance and Special In- 

vestigations of the Office of the Administrator, Housing and Home 

Finance Agency, had a discussion with the Department of Justice 
regarding ‘the wideapeeal pattern of violations of title I. The 
Department of Justice reported to him that they were beginning to 
investigate and conduct a survey of these violations because it ap- 
peared | to them that modest homeowners were being fleeced through 
the use of title I authority. 

At that time. and this is to the best of my recollection—it was on 
the same day—if not on the same day, it was very shortly thereafter, 
I advised Commissioner Hollyday that the FBI was preparing to 
investigate the California FHA title I investigations and that if FHA 
was not going to do so, I urged that the FBI be requested to make the 
investigation. You will recall that such a request must come from 
FHA. I was informed that the FHA was looking into the matter and 
on July 26, 1955, T received a memorandum from Commissioner Holly- 
day acknowledging receipt of materials on the X company and proofs 
of the articles on FHA title I v iolations, and schedule for publication 
in the Consumers Report, and advising that he had sent three investi- 
gators to California. I received additional FBI reports with respect 
to title I violations and they in turn were conveyed to and transmitted 
to Mr. Hollyday, with request that he investigate and report to me 
concerning the investigation and action taken thereon. On Novem- 
ber 20, 1953, the Department of Justice advised FHA General Counsel 
that full investigation of the X construction company, and Y credit 
company—I will furnish these names if the committee desires—would 
reveal transactions, many transactions implicating their officials, 
and/or salesmen. 

On November 25, 1953, FHA’s General Counsel replied to the De- 
partment of Justice that the loc al, that is the California—the local 
United States attorney—the United States attorney’s office was con- 
tacted and that FHA found no cases where further information was 
indicated. 

On February 12, 1954, Assistant Attorney General Olney, in charge 
of the Criminal Division of the Department of Justice, came to my 
office and advised me of the results of the Department’s survey of 
the FHA title I regulations, in California and elsewhere. 

On February 24, 1954, Commissioner Hollyday advised that, while 
there were a number of allegations made concerning the X cor pora- 
tion and the California matters, these investigations—our investiga- 
tions—do not disclose facts to support any substanital part, even 








ked for 


ions. 

llyday, 
which 
which 


I loans 
rogram 
to pre- 


ial In 
Home 
Justice 

The 
ing to 
it ap- 
rough 


ras on 
after, 
ng to 
FHA 
ce the 
from 
rand 
lolly- 
roofs 
ation 
vesti- 
spect 
itted 
o me 
vem- 
anse] 
redit 
ould 


vials, 


De- 
local 
con- 

was 


urge 
my 
y of 


hile 
ora- 
igra- 


ven 





. 





z 
> 


HOUSING ACT OF 1954 1385 


though two men spent considerable time in California attempting 
to obtain full information. The report from Mr. Olney was to the 
effect that the FHA title I violations or violations having to do with 
the transactions in connection with the title I, that they were wide- 
spread, that complaints were available and many. 

As a matter of fact, the local district attorney advised that they 
have 100 complaints in their office and they had not been investigated. 

On March 9, 1954, I requested Commissioner Hollyday to furnish 
copies of the investigative reports on the California FHA title I 
violations. 

On March 22, ee I say that between the date 
which I first gave, April 29, 1953, and this date which I am now about 
to give, Mare +h 22 and 24, 1954, I received no reports, no recommenda- 
tions, no advice as to what the investigators found, nor what, if any, 
disciplinary actions had been taken. 

Memoranda submitted to Administrator Cole—to me—from the 
FHA, containing results of the investigation, were analyzed by me 
and by my staff. I have available for the committee’s examination, 
if you care to see, What was done in connection with the investigations 
which were carried on at that time. 

Now, Mr. Chairman, and Senator Douglas, there were two investi- 
gative actions being taken in connection with the title I violations in 
California and in the country. One of them apparently was being 
taken by the FHA—being conducted by the FHA. One was being 
conducted by the Department of Justice, with my knowledge and my 
understanding that they were so doing. 

The Department of Justice provided me with the first information, 
the first understanding of what actually was occurring and had 
occurred in the operations with respect to title I. 

Senator Bennerr. Mr. Chairman ¢ 

The CuarrmMan. Senator Bennett. 

Senator Bennerr. Did Mr. Hollyday know that the Department of 
Justice investigation was proceeding concurrently ? 

Mr. Cote. Yes. I told him either on July 22, or a day or so there- 
after, that that was being carried forward. 

The reports from the FHA, as I have indicated here—and these are 
typical—the reports from the FHA indicated that, first when an 
investigation was conducted, the investigation was not completed, in 
many instances, and that when disciplinary action was indicated, such 
action was not taken. 

The Cuamrman. Do you mean by that that he did not take the 
necessary steps to disch: arge the people ¢ 

Mr. Coir. Most of these cases, sir, did not have to do with the per- 
sonnel of FHA. Most of them had to do with abuses, with fraud, 
having to do with the dealers and the lenders. 

Now, the FHA did take many steps, many steps, to discipline many 
people, you will understand. “The point that 1 am making is, first, 
that the requested investigation of widespread abuses, the requested 
information for reports with respect to individual cases, were never 
complied with, in these individual cases. I am not saying that. they 
didn’t do anything. They did a great deal. They published what [ 
term a black list, on many companies, saying that these companies had 
violated some of the FHA regulations and therefore you are put on 
notice not to do any further business with them. That was done. 
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The point, again, that I make, in connection with the FHA trans- 
actions, was this, that, first, the request for investigation and report 
was not complied with in this and other cases, nor was disciplinary 
action taken when abuses were found in a number of important cases. 

Senator Dove.as. Disciplinary action against whom, Mr. Cole? 

Mr. Cote. Against the lender or the dealer. 

Senator Doveias. In other words, you say the California abuses 
were not proceeded against, is that right ? 

Mr. Coir. Yes. Not proceeded against, or not investigated 
disciplinary action taken in the important ones. 

Again, as I reported here, the memorandum came back to me, now, 
advising me that no action was indicated. The FHA had m: ade the 
report, that he had made their investigation and no action was indi- 
cated. I knew nothing to the contrary until the Department of Jus- 
tice reported to me with respect to their findings, in which they pointed 
out very clearly that they had sufficient cases to act upon, and that 
action was indicated. We have this documented if the committee 
would be interested in that. 

Now, may I proceed to section 608 ¢ 

The CuarrMan. Give me just one question: Serious allegations have 
been made, both, I believe, by you and I think by Mr. Hollyday—at 
least they have been in the newspapers. I] believe they were made 
yesterday by Mr. Hollyday, against a “high official in FHA.” 

Mr. Coie. Yes. 

The Cuarrman. Did that high official work for Mr. Hollyday ¢ 

Mr. Core. Yes. 

The Cuairnman. Why did not Mr. Hollyday discipline or discharge 
or bring the allegations that are now being continuously referred to 
against this gentleman months ago ¢ 

Mr. Coir. Senator, I do not know. I discussed the matter with Mr. 
Hollyday shortly after we both came into office. I pointed out to him 
that while I had no facts myself that I had heard some comments 
about this individual which indicated to me that he was a gambler 
and that I felt that a man in charge of an important segment of the 
FHA operations, where he had important decisions to make concern- 
ing whether or not one company obtained a commitment, or another 
company obtained a commitment, that it indicated a complete investi- 
gation of his situation to determine whether he should remain on the 
payroll. 

The Cuatrman. Was an investigation made by Mr. Hollyday of this 
gentleman ¢ 

Mr. Corr. That, I do not know. 

The Cuarrman. How long ago was it called to Mr. Hollyday’s at- 
ention, the supposed record of this gentleman ? 

Mr. Cotx. Mr. Chairman, I pointed it out to him shortly after we 
both came into office. Mr. Hollyday knew of it, I am sure, in July of 
last year. 

The Cuarrman. Was it your responsibility or his responsibility to 
discharge this gentleman ? 

Mr. Cote. Mr. Chairman, I have no control over the FHA. None. 

The Cuarman. In other words, it was Mr. Hollyday’s responsi- 
bility ¢ 

Mr. Cour. Yes, it is Mr. Hollyday’s responsibility. I have no con- 
trol over the FHA. 
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The Cuairman. You say you have no control over it? 

Mr. Core. That is right. 

The Cuamman. You have no authority to hire or fire anyone? 

Mr. Cote. I have no control. Lam merely a supervisor. I just talk 
to them. 

The Cuairman. You are a coordinator? 

Mr. Cotz. A coordinator. 

The Cuarrman. In other words, you have no authority to make 
FHA or the Commissioner render to you any reports ? 

Mr. Coie. No; I have no authority to force them or direct them or 
to go into their agency and require that they do anything. 

The Cuairman. In other words, your job is one of coordination 4 

Mr. Coir. General supervision and coordination, 

The Cuamman. And to bring the agencies together and to try to 
coordinate their activities ? 

Mr. Coie. Yes. 

The Cuarrman. You say that you have no authority to hire or 
fire anyone within FHA? 

Mr. Core. That is correct. 

The Cuarrman. You do have authority to call to their attention—— 

Mr. Core. That is what I did, and I think that is my responsibility. 

The CuarrMan. Call to their attention discrepancies / 

Mr. Cote. I think that is my responsibility and that is what I did. 

The Cuarman. Is your chief complaint against Mr. Hollyday 
that he failed to cooperate properly with you! 

Mr. Cotz. No, and, Mr. Chairman, let me not put it in the sense of 
a complaint. Let me put it in the sense of attempting to present facts 
to you based upon the facts upon which I based my recommendation. 

This has to do with the need for strong administrative disciplinary 
administration on the part of the FHA. Then, I will proceed to de- 
velop it, and it is contained in this story with respect to this one per- 
son. May I say something further about that: I had no knowledge 
of the records in the FHA with respect to this person, except that I 
knew there were some there. There were some records and are some 
records that the FHA has with respect to this individual. 

Senator Maypank. Is it a secret who this individual is ¢ 

Mr. Coxe. It isn’t a secret, sir, but may I say to you that he is en- 
title to a fair trial. I would prefer not to name him. 

Senator MaypanKk. I wouldn’t ask you to do it without a fair trial. 

Mr. Cotz. By the way, I have talked to him, I have advised him of 
the charges, I have told him that I would stand ready to listen to him 
at any time, to give all the information which he has and he is entitled 
to do that. 

Senator Lenman. Mr. Chairman, may I ask a question ¢ 

The Cuatrman. Senator Lehman. 

Senator LenmMan. Mr. Cole, when you appeared before this commit- 
tee on April 14, you referred to an order that was sent out by your 
predecessor, on March 20, 1952, calling for certain investigations and 
report—Mr. Chairman, Senator ‘Dearie has just called to my atten- 
tion the fact that this testimony of Mr. Cole was in executive session, 
so I will withdraw the question, of course, but may I ask you this: 
You were familiar with an order that was issued by your predecessor 
in March 1952 calling for certain investigations and reports to him re- 
garding the results of those investigations. 
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Mr. Corx. That is correct. 
Senator Leuman. Did you receive any reports from the various 
agencies that are components of the FHA? 

Mr. Cote. Senator, the Home Loan Bank Board has its own in- 
vestigating staff, having to do with their compliance matters. The 
Public Housing Administration uses the compliance staff of the Office 
of the Administrator entirely. They don’t make reports to us. The 
Home Loan Bank Board has their own investigative staff which has 
to do with the soundness and the credit and the regulations of the sav- 
ings and loan institutions. They do not make reports to us, except as 
they feel it is necessary to do so. Nor do we have any authority to 
direct them to do so. 

Senator Lenman., Is it not a fact that under the law, you have gen- 
eral supervision ¢ 

Mr. Cote. That is correct. 

Senator Lenman. And the duty of coordination. Is that not 
correct ? 

Mr. Core. That is correct. 

Senator Lenman. Is it also not a fact that when Mr. Foley sent 
out this memorandum to the heads of the various component 
agencies—and that memorandum is a matter of record, of course—he 
expected to receive reports from these agencies, otherwise he would 
not have sent out the memorandum ¢ 

Mr. Corr. That is correct. 

Senator Leuman. And he outlined the method in which these in- 
vestigations should be carried on. 

Mr. Cotz. That is correct. 

Senator Leuman. Now, when you came in, with a knowledge of 
this memorandum of your predecessor, and the knowledge that it still 
remained in effect, I am anxious to find out what you did. 

Mr. Core. I continued to ask for the reports as I have outlined here. 
I received some reports. A few. I did not receive reports on these 
important things which I am now discussing with you. 

If you will look at the direction which Mr. Foley, or at the order 
which Mr. Foley presented, it was to this effect, that those constituents 
which had their own compliance staff and their own investigative 
staffs, were requested to furnish information to the Administrator, if 
my memory serves me correctly. Neither Mr. Foley nor I, in my 
opinion, could direct those constituents to furnish the information to 
us. 

Senator Lenman. But you did, as I recall from your testimony 
given a few minutes ago, you did take these matters up with Mr. 
Hollyday ¢ 

Mr. Corr. Oh, yes. That was deemed to be part of the supervisory 
activity on the part of the Administrator, to determine what the 
facts are, to discuss what could be done, to advise with him, to recon- 

cile differences of opinion, if possible, to talk about policy matters, to 
discuss legislation, to discuss matters with the Bureau of the Budget, 
the White House, and the Congress. But I am advised—and I am 
sure that I am correct about this—that the Administrator of the 
Housing and Home Finance Agency has no legal authority to direct 
the FHA to do anything. 

Now, may I continue one step further ¢ 
The Cuarrman. Senator Douglas. 
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Senator Dovexas. I would like to follow up this last point a bit and 
illustrate it with a personal experience of my own. ie 

In February, I sent to Mr. Hollyday, a complaint about conditions 
in the Champaign-Urbana area, under title I, which had been re- 
ported to me by the local newspaper there, and mentioned some 80 
instances of alleged fraud in connection with repairs. Mr. Hollyday 
acknowledged the letter and said he was carrying on an investigation. 
Some weeks later I wrote him and then he said he had referred the 
matter to the Department of Justice. 

Is it not possible that in some of these cases he may have been deal- 
ing independently with the Department of Justice instead of funnel- 
ing his requests through you? He is in the room, now, and can make 
a later statement. Might there not be involved in this the institu- 
tional pride and to some degree jealousy which grows up between 
FHA and Housing and Home Finance ¢ 

Mr. Core. The referral of a matter to the Department of Justice or 
to the FBI does not meet the needs of administrative action. The 
needs of administrative action are what we are talking about, now, 
the means to tighten up and follow through and to discipline admin- 
istratively—not having to do necessarily with fraud. This is an 
administrative problem I am talking about. 

I am talking about the need to have tough, hard people—and I mean 
it—tough people to administer a program which involves billions of 
dollars, to require that, upon a month’s notice when there is a possibil- 
ity of fraud, abuse, or negligence that the Administrator does the 
necessarily tough job of cleaning it up. 

Senator Doveras. Mr. Chairman, I think that at the conclusion of 
Mr. Cole’s testimony it would be only fair to Mr. Hollyday if we were 
to give him the opportunity of taking the stand, at least, and make a 
statement as to whether or not he referred these cases to the Depart- 
ment of Justice, or whether he ignored them, so to speak. Mr. Cole 
has said that he had no legal power to compel Mr. Hollyday to act 
and that it was simply administrative courtesy, and so forth. 

I think this is important not only for the sake of the record, but for 
the sake of Mr. Hollyday’s reputation. 

Senator Lenman. May I ask another question ? 

The Cuatrman. Senator Lehman. 

Senator Lenman. I am under the impression, although I don’t 
recall the testimony, that as late as January you wrote a letter to Mr. 
Hollyday praising him for his work. 

Mr. Cote. That is correct. 

Senator Lenman. And I believe there was some connection with a 
report that was made. Is that a fact? 

Mr. Corr. That is correct. 

Senator, the FHA title I abuses were called to Mr. Hollyday’s atten- 
tion. The President’s Advisory Committee discussed the fact that 
there were widespread abuses in title I. It was at that time becoming 
rather well-known and there was a great concern about what was being 
done about it. | 

The FHA established 2 regulations, 1 in July of 1953, and 1 in 
October of 1953. The October regulation became effective, if my 
memory serves me correctly, in December of 1953. Those regulations 
were sound and constructive and, as I said, held a straightforward 
approach to the administrative problem of establishing a regulation. 
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What this testimony brings out, however, is that you may establish 
a regulation but it takes hard work, difficult work, constant applica- 
tion to the job, to see that these regulations are policed, to see to it that 
your people are following through, to determine whether or not they 
have been abused, to see to it whether or not, after you determine 
whether or not they have been abused, that disciplinary action js 
taken. 

Now, at the time that I wrote the letter, and now, I believed that 
those regulations were sound and constructive, and will be very effec- 
tive. The point Il am making is one of administrative laxity after 
the regulations and before the regulations were adopted. That is the 
point I am making. 

Senator Lenman. Mr. Cole, might I say this: Doesn't it seem 
strange that when you had communicated with Mr. Hollyday shortly 
after you assumed office in April 1953, and were aware of these com- 
plaints that had come in with regard to abuses under title I, one 
of which is carried in this article by the Consumer Reports, and 
you did not get action, administrative action, from Mr. Hollyday, 
and that he did not make reports to you! Does it not seem strange 
that you should have written him a letter of praise for carrying 
out work in which, according to my understanding of your testi- 
mony, you felt he was derelict ¢ 

Mr. Corr. You see, he had not reported to me with respect to the 
investigations which they were undertaking at that time. I did not 
have the report at that time. I had the report later. 

Now, these investigations are difficult to make, in title I. They 
involve small-home owners scattered over an area, the involve hun- 
dreds of items, they involve, lenders, they involve dealers, and they 
are difficult to take. I was aware of the fact that Mr. Hollyday 
did not have sufficient investigators to do a thorough and complete 
job. I know that. He knows it, and everyone knows that. At 
that time he didn’t have sufficient investigators. I knew that it 
would take time. And may I say to you that in my opinion it was 
not the fault of the Congress that he did not have sufficient investi- 

gators. Under his appropriation bill, I am imformed—under his 
saaitialei ition, I am informed—he has ample authority to establish 
as many investigators as hecessary if it is a critical emergency propo- 
sition. I think there is no question about that. But I want to make 
it very clear that he did not have sufficient investigators at this time. 
He relied upon that fact that he didn’t. I knew that it would take 
considerable time. It took the Department of Justice months within 
which to—with all of their authority, with all of their machinery, 
it took quite a bit of time for them finally to report. The point 
being that when we were talking about regulations, yes. Sound regu- 
lations, constructive regulations. When the report finally came back 
upon the investigations : which were made, and the dise iplinary actions 
which were made, that is the matter which I am now speaking about. 

Now, may I proceed ? 

Senator Frear. Who issued those regulations of July and October? 

Mr. Cote. Mr. Hollyday. 

Senator Frear. Through FHA, then? 

Mr. Cote. FHA, yes, and through their employees. 

The Carman. Senator Douglas. 
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Senator Doveras. Is it not true that in December, when you ‘vere 
Chairman of the President’s Advisory Committee, the commitiee with 
respect to title I, said that, “It is the judgment of your subcom 
mittee that these new regulations will correct the abuses, and that 
no further requirements should be imposed” ¢ 

Mr. Coie. | think that is contained in the report, 

Senator Dovueias. Now, apparently you thought that at so far as the 
issuing of re souls ations is conce r ned, th: ut Mr. Hollvad: ay hi id bee ‘nN doing 
a good job. 

Mr. Cote. That is correct: and that is what I attempted to say to 
Senator Leliman. 

Senator Doueias. Did you attempt to find out whether he had 
referred cases to the FBI, whether he moved independently ‘ 

Mr. Cote. Yes; he had referred cases to the FBI. 

Senator Doueias. Did he refer the California cases to the FBI? 

Mr. Cote. That I do not know; but may I say to you, Senator, the 
FBI has no jurisdiction over his administrative problems of investi 
gating it administratively to determine what sanctions, what dis- 
ciplinary actions should be taken against a dealer or a lender. 

Senator Dovueias. You have said you have no administrative au- 
thority. 

Mr. Coie. That is right: Mr. Hollyday has the administrative au- 
thority, and he only. Heonly. No one else. 

Senator Dove.as. Apparently what you are saying is that he 
should have reported to you though you had no power to compel it? 

Mr. Cour. No. 

Senator Dovetas. I believe you should have the authority. 

Mr. Corr. I think so, too. 

Senator Doveias. I am inclined to believe that you should. 

Mr. Cour. Yes. 

Senator Douc.as. But so far as the past is concerned, I don’t see 
how you can legally blame him. 

Mr. Coxe. The blame, if there is any blame—again, I want to give 
you the facts. The point is, not that he failed to report. The point 
is what was done by FHA, on the few cases that they could and did 
investigate. I am pointing out to you that those cases which they 
did—irrespective of how many people they had, irrespective of any- 
thing else—on the few cases they did investigate, what did they do? 
They reported back—— 

Senator Doveias. Did they put the firms on the blacklist ? 

Mr. Cotx. They put many of the firms on the blacklist. 

Seantor Dovgias. That is, did they put the firms that were guilty 
in California on the blacklist ¢ 

Mr. Corr. They put some of them on the blacklist; yes, sir. 

Senator Dovetas. Then, they took action in that case. 

Mr. Coxe. Yes, sir. 

Senator Doveias. Did they put any of the lending firms on the 
blacklist # 

Mr. Corr. Yes, they did. 

Senator Dovenas. Were there any FHA officials involved? 
Mr. Corr. In title I? 

Senator Douguas. Yes. 

Mr. Cote. By “involved” do you mean in a criminal sense, sir? 
Senator Doveias. Or grossly negligent. 
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Mr. Core. I think some FHA officials were grossly negligent. 
Senator Dovenas. Was any action taken in connection with them ! 
Mr. Core. No. 

Senator Dovetas. Then, your chief complaint seems to be that 

‘tion was not taken on some FHA officials, 

Mr. Cote. No—I am sorry. 

Senator Doveias. Wasn’t that your position ? 

Mr. Coxe. The chief complaint with respect to title I was that 
there was no proper investigation of those cases which they attempted 
to investigate, and secondly, no disciplinary action on those on those 
cases. 

Senator Doveras. But you said that some of them at least were put 
on the blacklist. 

Mr. Cote. Surely. Some of them. 

Senator Doveias. And some of them were referred to the FBI. 

Mr. Coxe. Surely. 

Senator Dovatas. Now, what else could they have done? That is 
what I am interested in. 

Mr. Corz. Senator, what I have said is what they did not do, You 
are using some cases, and I am using other cases. It is the other cases. 
The X company, for a particular example. The X company, where a 
special request was made that the X company had violated—broadly— 
had violated in many instances—many of the FHA regulations. An 
investigation was made of the X company, sir, and a report was made 
of the X company, and that neither the investigation nor the report 
nor the disciplinary action was proper. 

Senator Maysanx. Who is the X company? Is that just a lot of 
companies ? 

Mr. Corr. I used the letter “X” to identify one company, and if you 
care to I will tell you which one it is. 

Senator Maypank. Is there any objection ? 

Mr. Core. The only objection—the only reason I am being cautious 
is that it is being investigated. 

Senator Maypank. I don’t want to do anything wrong. 

Mr. Core. I will furnish it to you off the ramet: 

The Cuarrman. I think it better, in all fairness to everybody, be- 
cause we certainly don’t want to accuse anybody, any innocent person, 
until we have the complete information and are satisfied that there has 
been collusion and irregularities and violations of the law—reasonable 
certainty of it—I don’t think it ought to be publicly made a matter of 
record. 

Mr. Cotz. May I return, then, to this personnel matter? 

The Cuarrman, You proceed in your own way. 

Mr. Core. You were inquiring about the personnel matter. 

This has to do with the individual about whom we were discussing, 
whose file disclosed certain matters of serious irregularity, about his 
position in an important part of the agency. 

In July again, additional information was presented with respect to 
his his situation. Serious irregularities were involved. 

Senator Maysank. Could you say what kind of irregularities? 

Mr. Cote. Yes, I can say. The original ones were gambling with 
large amounts. 

Senator Maysank. But you said additional. 
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Mr. Corz. The “additional” has to do with the demanding of money 
from people for the purpose of securing commitments to FHA. Mr. 
Hollyday has said that he believes that the evidence is sufficient—or at 
least he has the belief that it is true. 38 

Now, this person worked for the FHA from the very beginning of 
Mr. Hollyday’s entrance into FHA, and resigned, receiving a laudatory 
letter from Mr. Hollyday about his work. At the time he resigned, he 
was under investigation by the FBI and that was well known to Mr. 
Hollyday. Itismy judgment that in an agency of this sort where you 
are dealing with millions of dollars, again, that an individual under 
investigation with such serious charges of irregularities placed against 
him should not be permitted to resign with a laudatory statement on 
the part of the head of the agency. I don’t believe that is proper 
administrative action. I didn’t believe it then and I don’t believe it 
now. 

That has to do with this particular individual. 

May I say parenthetically, too, that this individual had important 
decisions to make with respect to section 608, which we are discussing 
now, and whether or not there are serious collusions or gross negligence 
in connection with that program. 

Now, in the section 608 program, I want to refer to that for the 
committee’s benefit. 

Last summer, August 6, 1953, I had a discussion with an attorney 
from the Internal Revenue Service regarding the section 608 pro- 
gram. He came to my office and told me that the Internal Revenue 
Service prepared cases to file suits against the builders or contractors 
who were involved in the construction business of the section 608 proj- 
ects and who had received windfalls. He told me that it was in his 
judgment that they believed they had developed a sufficient pattern in 
connection with the section 608 cases, that in many cases a builder 
when he began anything about constructing or planning a section 608 
project, would know in advance that he would be able to obtain a wind- 
fall, or a mortgaging-out, and, therefore, in their opinion, it was pos- 
sible that he should have paid taxes on income rather than capital 
gain. 

The Carman. Who said this? 

Mr. Coxe. This is an attorney from the Internal Revenue Service. 
I think his name was Holmes; I am not sure. 

Senator Mayspanx. Would you repeat that? 

Mr. Cotz. Sir? 

The Cuarrman,. Senator Maybank would like to have you repeat 
that. 

Mr. Cotz. What the attorney said ? 

Mr. McMurray. The attorney in the Internal Revenue Service 
said what? 

Mr. Core. That he thought it was possible that the builder of a 
section 608 project, or that some builders of the section 608 projects 
could determine in advance that they would receive a windfall. 

Senator Maypank. You say some. Why couldn’t they all do that? 

Mr. Core. I think Senator Douglas has put his finger on that. 
Some are more ingenious than others. The ingenious ones saw the 
possibility of a pattern and realized that the mere construction of it 
if it was Sooaiiea properly, the mere construction of the project or of 

44750—54—pt. 37 
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the apartments would thus result in a windfall to them. That is the 
case which they had. 

Senator Marsan. Now, let me suggest this: It is my informa- 
tion that in some of the projects they are building, say 1,000 units 
as an example—there may be 200 corporations formed as a means of 
taking advantage of the taxes on small corporations of less than 
$25,000 capitalization. Do you have any knowledge of 200 corpora- 
tions being formed in some instances? 

Mr. Corr. No; I don’t. 

Senator Maysank. Would you find out for me? 

Mr. Cote. We will look into it. 

(The information requested follows :) 


BUILDERS OPERATING UNDER SEVERAL CORPORATIONS 


Under the regulations which have hitherto been in effect in the FHA it has 
been the practice of some operative builders to conduct their building activities 
under several different building corporations. This practice extends from the 
1 or 2 corporations of some builders to builders who form new corporations for 
each of their many building programs. 

The extent of the expansion of these corporate structures depends a great deal 
on the various State laws governing the formation and dissolution of corporations. 

Underwriting requirements have not attempted to dictate the type of proprietor 
or corporate structure, but each entity acting as a mortgagor in an insured 
mortgage loan transaction must meet the requirements of acceptability in the 
same manner as any other borrower. 

In determining the financial responsibility of a builder operating under a num 
ber of corporations the mortgage credit examiners are instructed to determine 
the net financial responsibility of the builder by considering the various liabilities 
of a corporation and by eliminating all interlocking corporate accoutns in ana- 
lyzing the builder’s financial condition. 

Whenever it is determined that a builder is using his credit in a manner con 
trary to FHA eredit policies no additional firm commitments involving further 
building operations by him or by companies he controls are recommended. 


Mr. Corz. The attorney advised me that there was a total volume 
of section 608 windfalls of many hundreds of millions of dollars and 
that it: involved hundreds of corporations. When he told me the 
amount of the mortgaging-out feature, I, of course, was horrified that 
this could have occurred. TU knew that there were some possibilities of 
mortgaging out, we had all heard of that, but this was the first time 
I had ever heard 

The Cuarrman. Who told you that? 

Mr. Cote. This attorney. 

This was the first time that I have had placed before me—— 

The Cuarrman. An attorney from the Internal Revenue Service? 

Mr. Coz. Yes. This was the first time I ever had it placed before 
me that this was a pattern and a volume, so that those who entered 
into it knew it would occur. 

He requested that the FHA provide him information necessary to 
the bringing forward of their case. 

I called Mr. Hollyday by telephone and told him the man would 
come over to visit with him, and ask him for assistance. Mr. Hollyday 
gave him the assistance and they secured the information necessary 
from FHA to bring the one case or other cases which they may need. 
Very shortly thereafter I asked Mr. Hollyday to come to my office 
and at that time we discussed the section 608 cases. I said to him, 
“It is my opinion that some day this matter will”—I put it, as I do— 
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“blow higher than a kite. One of these days, when the full facts are 
developed, this will be a great scandal. You are not involved in it, I 
am not involved in it, it happened sometime ago. Some section 608 
projects, however, are still being constructed”—and they were then 
and are now ; 

The Cuarrman. About what was the date of this meeting? 

Mr. Cotz. This was right after August 6. 

The Cuarrman. In August 1953. 

Mr. Corx. That is correct. 

I said, “I think you should immediately investigate this situation 
thoroughly and completely in order that you may determine what 
has happened not only with respect to the people now employed in your 
agency but also with respect to the program, itself, and the people who 
have had the facilities of the agency, but also what to do with future 
programs of rental housing.” 

He agreed and said he thought that should be done and must be 
done. 

I discussed it with him a number of times since that date and asked 
him whether or not investigations were going forward. 

It was my impression that they did make some investigation—I will 
put it this way. It is my aed that he advised me they were 
making some investigation. It is my impression that he told me 
investigators went to New York. This may or may not be correct, 
because it is rather vague. 

Senator Maynank. Mr. Chairman. 
question ¢ 

The Cuarrman. Senator Maybank. 

Senator Maysanxk. The list was sent down here to the chairman on 
the section 608 matter, as you know. 

Mr. Cots. Yes. 

Senator Maynank. And it is, of course, secret because it concerns 
income taxes. 

Does the FHA have a list that does not concern taxes, or has the 
FHA any thing that this committee might have? 

Mr. Cotz. Yes, Senator, it is my judgment that they do. 

Senator Maysanx. Some of the Members on this side of the aisle— 
as I told the chairman this morning—are very anxious to get the list 
for their own protection because a lot of people are being charged 
with things, cad unjustly so. 

Mr. Corxz. I think what can be done, Senator, is to reconcile the 
records of the Internal Revenue Service with the record in the FHA. 

Senator Maynank. We couldn’t talk about the list that we brought 
up here, of course. 

The CuarrMan. It is a violation of the law to disclose any informa- 
tion in a man’s income-tax return, unless it is done by Executive order 
of the President, and then for a specific purpose, and only to certain 
agencies of Government, among them, of course, being congressional 





At this point might I ask a 


committees and other agencies of Government that need the informa- 
tion for the proper administration of their agencies. We have received 
the names of 1,149 on that basis and we will have to follow the law. 
Senator Douglas. 
Senator Dove.as. I don’t think the request that I am now going 
to make of Mr. Cole involves the point to which the chairman has just 
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referred but I wonder if Mr. Cole would furnish the committee with 
a list of all blacklisted dealers, both contractors and lending agencies 
under title I loans. 

Mr. Coxe. Yes. 

Senator Dovetas. Would you make available to the committee a list 
of all complaints received under title I operations? 

Mr. Coir. That would be a terrific job but we will do the best we 
can,sir. That would bea terrific job. 

The Cuarman, Let us make sure we know what we are asking for 
here. Are you talking about complaints in the headquarters here in 
Washington, as well as all of the field agencies and the Internal Reve- 
nue Service and the Attorney General ? 

Senator Dovetas. Let’s go back to the beginning. My first request 
eae that Mr. Cole furnish to the committee a list of all blacklisted 
dealers. 

The Cuarrman. That ought to be very simple. 

Senator DoverAs. Contractors and finance agencies. 

Senator Bennerr. Will the Senator yield? 

Senator Dove.as. I yield. 

Senator Bennerr. Would it be proper to ask that that list show the 
date upon which they were placed on the blacklist ? 

Mr. Core. I think that could be done. (See appendix, p. 1905.) 

Senator Dovetas. Now, the second request is to make available to 
the committee complaints received under title I. I am willing to 
qualify that. Let us say complaints received by the national office. 

Mr. Cotz. Again, Senator, we will do the best we can and advise 
you of the results of it. It is very difficult and it may involve a tre- 


mendous amount of operation, but we will take it up for the Senator. 
Senator Dovetas. Such a list would make it possible for the com- 
mittee to make an independent investigation of this matter. 


Mr. Cour. Yes. 


(The information requested follows :) 


COMPLAINTS Recetvep UNpER TITLE I 


A check has been made of the correspondence files of the Title I Operations 
Section which discloses that during the period January 1, 1953, through March 
31, 1954, 309 complaints of title I borrowers were received by the Washington 
headquarters of the Federal Housing Administration. Of this total 111 were 
received during the first 6 months of 1953, 141 were received during the last 
6 months of 1953, and 57 were received during the first 3 months of 1954. 

It should be noted that this total does not include complaints which were sub- 
mitted to FHA field offices or to other agencies of the Federal Government and 
subsequently referred to FHA Washington headquarters. In the latter category 
are approximately 100 reports received from the Federal Bureau of Investigation 
during the same period. 


Mr. Cotz. Proceeding with the section 608 situation I have no recol- 
lection of the number of times that I discussed the necessary investi- 
gation of the section 608 program. I will say, however, for the record, 
it is more than once. My judgment is that it was 4, 5, or 6 times. 
Each time I pointed out that there must be something done about it, 
it must be investigated. The first time, then, we were able to obtain 
information about section 608 came to me when the President finally 
gave me—when the President gave me authority to take over records 
and instructed agencies to provide me with information to proceed. 
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The fact which I am presenting to the committee is this, that the 
Administrator—that is the Commissioner—was requested to make an 
investigation of a situation which involved possible collusion, possible 
gross negligence on the part of FHA employees, where he had definite 
information that one of the employees, one of the top employees in 
charge of this program had been charged with serious irregularities, 
violations of criminal law—serious ones—and that man was permitted 
to resign with a laudatory letter. 

Now, Mr. Chairman, I have a responsibility and it isn’t a happy 
And IT have a duty, and that is that administratively, this Gov- 
ernment must carry out its responsibilities. They may be difficult, 
they may be tough, they may be hard decisions to make. This Agency 
which we have and over which I have general supervision and co- 
ordination is, in my opinion, more than any other agency in the 
Government, subject to pressures. We grant money, we give money 
away, we loan money—millions of dollars every year—in all sorts of 
communities under all sorts of conditions. 

We decide whether X corporation or Y corporation is permitted to 
have a commitment. for the building of homes and apartment build- 
ings without any investment of money on their part. The fidelity, 
the integrity of this operation, Mr. Chairman, is more important than 
me or anybody else. 

The Caarkwan. Mr. Cole, Mr. Hollyday said on yesterday that in 
his opinion—I believe I am quoting him correctly and if not I want 
to be corrected—that the law, the proposed law and existing law as 
it applies to title 1, need not be amended, that the problem was one 
of administration and not the wording of the law. 

Is that your opinion, too, that it is unnecessary to make any changes 
in title 1? 

Mr. Cour. I would agree with that at the present time; yes, sir. 

The Cuarrman. You think it is one purely of administration. 

Mr. Cote. Yes; and to be absolutely fair, Mr. Chairman, and 
Senator Douglas, this program, with thousands of loans being made 
all over the country—thousands of them, every year, every month— 
inherent in the program is the idea that there will be violations. 
Don’t ever overlook that. Inherent in the program is that there will 
always be violations and abuses. The point that I am making, sir, 
is this, that when abuses have been made and when complaints have 
been reported, irrespective of how many investigations are made, that 
such investigations as are made are completed and that disciplinary 
action taken in those cases. 

The Cuatrman. In your opinion it is not necessary to make any 
changes in the present law as applied to title I. 

Mr. Cotz. That would be my opinion. 

The Cuamrman. That is your best judgment ! 

Mr. Cote. Yes. 

The Carman. And your best judgment is that there are abuses 
that have been taking place on the part of the administrators. 

Mr. Core. I will not go that far. If there have been abuses some 
of them were without gross negligence or any kind of negligence. 

The Cyaan. Primarily, then, it is inherent in the law, itself. 

Mr. Coir. Always when you have a great program involving small 
loans, yes, sir; it is inherent to a certain extent. 


one. 
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The Cuamman, There is something in the law that permits blanket 
guaranties and permits the backer and the dealer to proceed without 
any, or with very little, supervision—is that your position ? 

Mr. Cotz. My position is, Senator, that a program of such volume 
will always have some abuses. 

The Cuamman. Is Mr. Mason, the new FHA Director, here? 

Mr. Cote. He is not here. 

The Cuarrman. For example, it was brought out in testimony on 
yesterday that you have—the FHA; not you, the FHA—have ap- 
proved fer the purpose of guaranteeing rehabilitation loans between 
500 and 600 individual items. Some of them were named, such as 
swimming pools and landscaping and barbecue pits and fire alarms 
and biter alarms and so forth. 

Is it your best judgment that we ought to continue, or the Federal 
Government ought to continue to guarantee that sort of thing? 

Mr. Core. The answer is “No.” If you take into consideration all 
the matters you have discussed, the answer is “No.” Again, it is a 
matter of administration. It would be very difficult, Mr. Chairman, 
for the committee to write legislation and say “XYZ, 1, 2, 3, 4”°—— 

The Cuarrman. Then you think we might well limit the loans to 
what we normally know to be repairs in a home, or improvements in a 
home, such as roofs, paintings, siding, flooring—not what we think 
of as frills. 

Mr. Cote. Senator, I think you could do that but it would not attack 
the problem I am talking about today. This problem I am talking 
about today is administration. 

The Cuarrman. The homeowner can, if he cares to, go down and 
borrow up to $2,500 on his own note, secure the money, and then pro- 
ceed to let his own contracts. The lending agency never knows to 
whom he let the contract, with whom he spent the money; is that a 
correct statement ? 

Mr. Coxe. I think it can be done. 

The Cuarrman. If you do not know of your own accord, do you 
have someone with you who does know? 

Mr. Corr. The answer is “Yes.” 

The Cuarrman. The answer is “Yes.” 

Then you have two kinds of loans. You have that loan in which 
the individual homeowner can go down to the bank, borrow up to 
$2,500 on his own note, spend the money any way he sees fit, with any 
contractor that he might see fit to spend it with. Then, there is this 
other type loan where the dealer goes to the bank, makes the loan for 
the homeowner, and the bank pays the dealer direct. Is that correct? 

Mr. Core. That is correct. 

The Cuarrman. Now, are they the only two types of loans? 

Mr. Coxe. Yes, sir. 

The Carman. Do you think we might well eliminate the home- 
owner going down and borrowing the money directly, himself, or 
put it on a basis where whoever sells him the goods or sells him the 
services, would remain on the note until the note was paid in full, just 
as we operate in private industry ¢ 

Mr. Corr. I think that has some value, Mr. Chairman. 

The Cuarrman. Now, will you do this, please—we are not certain 
of it. We don’t want to make any more mistakes if we can keep away 
from it in this legislation. 
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Will you do this, will you get your staff and the FHA staff to- 


gether and really study that oe that I have just given you? 


Study the idea of tightening the law, to tighten it up in such a wa 
that the dealers themsleves and the homeowner himself, and the ba: 
itself, accept the responsibility as though it were their own money and 
their own guaranties, and as though it were private business, and they 
were operating itassuch? Will you do that, please ¢ 

Mr. Cotz. Yes; we will. 

Senator Frear. In the answer you just gave to the chairman’s ques- 
tion about an individual homeowner going down to a bank and secur- 
ing a loan up to $2,500 for reanacieliinig or repairing a home, does 
that not have to be approved by an appraiser of the FHA? 

Mr. Corr. On title ti 

Senator Frear. On title I. 

Mr. Cotz, No. 

Senator Frear. So FHA knows nothing about it, although they do 
insure 10 percent of the losses ? 

Mr. Core. Senator, the title I operation is based upon the idea of 
integrity of the dealer and the lender. The regulations are set up in 
such a way as to protect that integrity as much as possible. By 
that, I mean the lender is approved by FHA, and then the regula- 
tions require the lender to approve the dealer, so the lender is dealing 
with a man or a company with whom he has had a good relation- 
ship, a satisfactory business, that he knows that when they con- 
tinued their business, the work will be well done, not overpriced, and 
so on. 

Senator Frrar. So actually there is no certification or approval 
by an FHA representative in that case? 

Mr. Core. No; no inspection. 

Senator Frear. The original question that I had was: Would you 
say that in the case of approval for insurance purposes by FHA, that 
we could correct the law where it now says, “By the appraiser,” or 
in this case that you have just mentioned, by the lender, to have them 
certify as to the actual cost, and if that 1s lower than the lendin 
institution agrees to lend, or lower than the appraisal, that that wk 
be the maximum that could be loaned, of which 10 percent would be 
guaranteed by FHA? 

Mr. Corz. Senator, the advantage or worthwhileness of the title I 
program is the fact that it is a small loan, quickly made or easily 
made. It is my judgment, based upon your casual thought with re- 
spect to our statement, that I am afraid it may be a little too involved. 

We have some ideas about tightening the regulations. I believe in 
the program. I think it is a good program. I think it has provided, 
particule people of modest incomes, a method by which they can 

orrow money. I do not want to destroy the program. I want to 
make the program work; I want to make it work effectively and 
well. I would look at that one very carefully, sir. 

Senator Frear. Then your answer would be “No”? 

Mr. Core. Yes. 

The Cuairman. Mr. Cole, knowing of all the irregularities in title I, 
why did the Commission appointed by the President and yourself 
and all others, including the industry, ask us to increase the limit 
from $2,500 to $3,000, and also extend the terms, in conjunction with 
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the fact that the average loan has only been, I think it was testified 
yesterday, less than $600. What was the purpose of it? 

Mr. Core. As I said before, Senator, title I is a good program. I 
think it is a good one, and I think it will work. I want it to work to 
help people improve and remodel their houses. 

At the time we made the recommendation I did not know what I 
considered to be extreme laxity on the part of the FHA existed in cer- 
tain cases. It can be done. Certain regulations can be put into effect. 
A careful, vigorous enforcement of cases which arise, either through 
fraud or negligence, can be carried out. 

I wouldn’t recommend that the program be destroyed. I think it is 
a good program. 

The Cuarrman. Well, I don’t know of anybody having the idea at 
the moment of destroying it. I do think we all have on this committee 
an idea that we are going to tighten it up, and we are going to make 
certain that these abuses cannot happen in the future. The thing we 
are interested in is protecting the people, and it seems to me the people 
have been carrying the brunt of this, not the dealers and not the 
bankers. It has been the people. 

Now, Senator Bennett. 

Senator Bennerr. I should like to question Mr. Cole directly on 
the matter that has just been raised, and in order to develop it accu- 
rately, let’s go back to the beginning. 

Mr. Cole, what is the purpose of the FHA guaranty in title I? 

Mr. Cotz. What is the purpose of the FHA guaranty ? 

Senator Bennerr. Yes. 

Mr. Cotz. To make it easier for people to obtain remodeling loans— 
loans for remodeling, and to make the loans more easy to obtain. 

Senator Bennett. Its purpose is to provide easier credit for home 
remodeling and repair? 

Mr. Core. That is correct. 

Senator Bennett. What is the extent of the guaranty? To whom 
does the guaranty run? 

Mr. Cotz. The guaranty runs to the lender. The insurance is to the 
lender, and his portfolio of title I loans is insured up to 10 percent. 

Senator Bennert. Is there anything in the title I program upon 
which the property owner can rely to make sure that the repairs or 
improvements made on his property are carried out in accordance with 
some prearranged program, or some inspection service. To say it in 
another way, and more simply, does the Federal Government, under 
the title I program, have any responsibility to the property owner ? 

Mr. Core. Senator, I think you have hit upon one of the important 
things in connection with this program. Some people believe that the 
Federal Government has no responsibility to the consumer or the 
homeowner. In my opinion, that is the belief of many of the people 
in the FHA, and it is my opinion that the basic fault is in the laxness 
in the administrative policies in title I. 

There is no responsibility on the part of the Government. This is 
an insurance program ; it insures the lender, but has nothing to do with 
theconsumer. We reject that. I reject that. 

I feel if the Federal Government has a tool or facility available for 
the people to use the Federal Government has a definite responsibility 
to see to it that that tool is not used so as to provide a means of swin- 
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dling people—modest-income people, or anybody. I think we should 
look at it to determine what the result of that rogram is. Shall we 
just set up a program and forget it and say, “Well, it is none of our 
business if people are swindled; we will just brush them under the 
table”? No, I don’t think that is right. 

Senator Bennett. If a property owner figures he has been swindled 
in a title I program, can he come to the FHA and get his money back ¢ 

Mr. Coir. No; not to the FHA. 

Senator Bennerr. Can he come to the Federal Government and get 
his money back? 

Mr. Corx. No. 

Senator Bennetr. I agree with you that the Government has the 
responsibility to the property owner, but since we are about to write 
new legislation, I think it is vital that we should know what the area 
of that responsibility is, and what its limits are. 

We have heard today, and undoubtedly as we continue our investi- 
gations, we will get into specific cases as to the extent that this work 
has been done and that the loans have been obtained. Does the prop- 
erly owner have any redress on the Federal Government to help him 
out of the situation in which he found himself ? 

Mr. Corz. My offhand opinion is that he does not. 

Senator Bennert. That is my opinion. I have tried to discover 
whether the matter has ever been taken to court, and the only informa- 
tion I have been able to get is that in the past, where attempts have 
been made to enjoin the Federal Government with a suit on the con- 
tractor, that has been thrown out, so that there is no ultimate respon- 
sibility. 

Now, how best can the Federal Government protect the property 
owner? I think you have indicated in your testimony earlier that we 
can protect the property owner by making sure that the lender is 
responsible. 

Mr. Coir. That the lender knows his dealer, that he receives from 
the dealer proper statements that the work has been done and that it 
has been done correctly, that there will not be this business of auction- 
off jobs to gangs of dynamiters, but that a lender and dealer be so 
restricted as to maintain this fiduciary relationship between them. 

Senator Bennett. Well, I think that is very important and the next 
step, of course, is that the FHA should be concerned with who the 
dealers are, and as to how responsible they are. 

You have indicated that you have already begun, or that maybe you 
you had for a long time, a blacklist, on which the names of irrespon- 
sible dealers have been placed. 

I think much of the difficulty that has crept in, much of the fraud, 
perhaps, that we are talking about, grows out of this fact, that while 
the individual property owner has no legal recourse against the Fed- 
eral Government, there has grown up in the country the feeling that 
because an FHA loan is made on this particular property, that some- 
how the individual gets a mythical protection. That he would be 
better off, with an FHA loan, than he would if he went to the bank and 
made his own arrangements. 

Now, doesn’t the—well, I don’t know quite how to phrase it, but 
isn’t the existence of that mythical feeling of protection the condition 
which makes possible this kind of dynamiting ¢ 
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Mr. Coxz. It isa factor. I think consumer education would be very 
helpful in that regard. There are many people who feel exactly as 
you have said. When they receive an FHA loan, that they are insured 
rather than the lender. It would be impossible for the Federal Gov- 
ernment to hold the hand of every person who deals with some lender 
or some builder or some dealer. That is not what I am talking about. 

I am talking about this thing, that when complaints are made and 
when frauds are discernible, and you are able to determine what has 
happened, that we then follow through with such of our machinery 
as we have to determine what can be done about it. 

Senator Bennett. I am wondering if the Agency, by regulation, or 
if this committee, by law, doesn’t have the responsibility of making 
it perfectly clear to the man who is going to sign that note that the 
fact it is an FHA note does not give him any Federal protection. I 
am wondering how many of these fraudulent deals would have been 
made if the salesman had not been able to infer to the property owner, 
“Well, now, if you would just do it this way with me, because this is 
an FHA loan, you can be somehow sure that the job will be better, 
and that the job will be protected, and you better deal with me, an 
outsider, who talks FHA to you, than the carpenter you know about 
down the street, who probably isn’t as alert to the FHA possibilities.” 

Mr. Coxe. I am sure there is a lot of that in it, Senator; there is a 
great factor there. 

Senator Bennert. I think if we are going to eliminate the possi- 
bilities of fraud, we have to do something to make sure that the cus- 
tomer, the borrower, the actual man who signs the note, realizes the 
limitations of the FHA insurance and is put definitely on notice that 
the insurance runs to the lender and it is not a protection or a guaranty 
to him of the workmanship. 

We have been talking about title I, today, mostly. Doesn’t the same 
situation exist in the buildings that are built under title II? 

Mr. Coxe. I think so. 

Senator Bennerr. As a Senator, I have had some complaints which 
would indicate that either through the negligence of the builders or 
maybe implicit in their silence, there has developed a feeling that a 
man who has a home built under an FHA-guaranteed or insured mort- 

e, is somehow protected by the Federal Government and that the 
ederal Government will, if necessary, make sure that his home is 
exactly as he expected it to be. 

Now, does the FHA have that responsibility ¢ 

Mr. Core. The FHA has the responsibility to maintain the integrity 
of its inspection service, and I believe that where the inspection service 
or appraisal service falls down, that is an administrative problem 
with the FHA to tighten it up, to make it effective, to make it 
operative. 

It is, therefore, my judgment that the thing which should be done 
in these cases is for the FHA, administratively, to appreciate the needs 
to maintain the integrity of their own services. 

Now, that part is necessary. Beyond that, I agree with the Senator 
that the home buyer should understand that the Federal Government 
is not guaranteeing his home. 

Senator Bennett. That is correct. Let’s go back to this inspection 
service for a minute—this, of course, is outside of title I, because there 
is no inspection and there is no appraisal in title I. 
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The idea of the inspection service under title II is to protect. the 
Federal Government, which undertakes to insure the loan. The fact 
that the inspection is made, provides collateral benefits to the prop- 
erty owner. There is no question about that. But in the last analysis 
the property owner cannot say to the Federal Government, “Well, 
your inspector inspected my house, and now look what’s happened; 
therefore, you are responsible; therefore, you must come down here 
and fix it up.” 

Isn’t that a correct statement of the limitation ¢ 

Mr. Coxe. I think so. 

Senator Bennett. Isn’t one of our basic problems in this situation 
to educate the borrower to the limitations of the FHA insurance 
provisions, both in title I and in the other titles ¢ 

Mr. Cote. I would agree. 

Senator Bennett. So that there would not be the opportunity for 
fraud based on the faith of the United States. 

Senator Doveras. Will the Senator yield? 

The Cuarmman. Senator Douglas. 

Senator Dove.as. Don’t most of the questions of the Senator from 
Utah suggest the possibility of standard disclaimers being incorpo- 
rated in the contract forms and the loaning forms which the home- 
owner signs so that he may know what he is not getting, as well as 
what he is getting? While you cannot administer each individual 
case, you could require a disclaimer, or provision of what is not 
granted, to be included in the contract forms. 

That might spread a little water on the enthusiasm of the home- 
owner, but it was the testimony yesterday of Mr. Hollyday that there 
have been overbuying and overselling, and perhaps a little gentle rain 
of this nature would be highly desirable. 

Senator Bennett. I agree with the Senator from Illinois. I be- 
lieve there should be a disclaimer, or some kind of a warning very 
plainly indicated to the borrower before he does the borrowing, as to 
the limits of the responsibility of the Federal Government. 

There is the point I wanted to bring out, Mr. Chairman. 

Senator Frear. Mr. Chairman, I only have a couple of questions 
when they finish down on your side. 

The Cuaimrman. Senator Payne has been very patient this morning. 
Do you have some questions, Senator Payne? 

Senator Payne. Mr. Cole, I just wanted to go back for a moment 
to the suggestion of whether or not there should be a changing in the 
law, or there should be additional regulations promulgated for the 
purpose of providing protection to the individual. I don’t know 
whether or not you have had a chance to check—I think it is the latest 
issue of U. S. News & World Report that provided somewhere in the 
text—I read it last evening and didn’t bring it in this morning—three 
separate proposals that they believed or suggested as additional safe- 
guards which perhaps would have tended to eliminate some of this 
which would have happened under title I. 

Mr. Coxx. I also glanced at that last evening, but I am not suffi- 
ciently familiar with it to have an opinion now. 

Senator Payne. They struck me as offering a very good suggestion 
as to something that might be incorporated. I wondered if you would 
go over it, so that the committee could have the advantage of your 
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opinion as to whether or not it should be under regulation, if it is 
worthy, or whether or not it is something we should consider putting 
into the law itself. 

Mr. Corr. Yes, sir. 

(Mr. Cole’s comments on the article follow :) 


COMMENTs on U. S. News & Wortp Report ARTICLE OF APRIL 23, 1954, SUGGESTING 
MEANS OF PROTECTING CONSUMERS Using FHA InsuRED Repair LoANs 

An article in the April 23, 1954, issue of U. 8S. News & World Report entitled 
“Home Repairs” suggests that a homeowner take the following four precautions 
to protect himself against home-repair sales rackets when obtaining an FHA- 
insured home loan: 

(1) Know your contractor. 

(2) Seek competent advice on the type of contract to sign. 

(3) Get at least three bids on every job. 

(4) Don’t sign the FHA completion certificate until the job is finished 
to your satisfaction. 

These are excellent suggestions. (The present title I regulations and pro- 
cedures already require the consumer to certify on the completion certificate 
that the job has been finished to his satisfaction. Also, the regulations make 
suggestions on the elements which should go into a sales contract.) One im- 
portant way of improving the title I lending operation is to increase the con- 
sumer’s carefulness and skill in purchasing home improvements. Many of the 
abuses of the past would have been prevented if the consumer had been truly 
vigilant in protecting his own interests. In the future we intend to take 
vigorous steps to educate the homeowners using FHA title I loans and to 
encourage them to exercise caution and care in making home-improvement 
purchases. 

However, consumer education is not the only thing needed. It is also neces- 
sary to prevent lenders and dealers from exploiting consumers. Changes in the 
FHA title I regulations and procedures will also be made to accomplish this 
objective. 

Senator Payne. The provisions of the amendment that Senator 
Douglas and Senator Bennett, I understand, proposed, and were suc- 
cessful in securing, was an amendment to the Defense Housing Act, 
was it? 

Senator Bennett. Of 1951. 

Senator Payne. If that safeguard, as contained in that amend- 
ment, had been in effect on section 608, wouldn’t it have eliminated 
to a very large degree the practices that did take effect under that 
section. 

Mr. Cote. Yes, I think so, Senator. 

Senator Payne. You mentioned a minute ago there was still some 
construction going on under section 608. 

Mr. Cote. Very minor, or very few. 

Senator Payne. It might be minor, but there is still some going 
on ¢ 

Mr. Corx. That is correct. 

Senator Payne. I ask whether or not it would be appropriate for 
the same restrictions to be applied to that which is being carried on, 
or is it possible for it to be applied to that which is going on pres- 
ently under section 608, so as to further safeguard and not have any 
chance of loopholes coming in there, or at least geatiing them as 
far as possible, rather than to just let them go as they are 

Mr. Coz. We must look at those under construction, and we plan 
to. Let me say, however, that there are problems of binding con- 
tracts and binding commitments which must be examined, too, I am 
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not sure that it could be put into contracts now in existence. I am 
doubtful that it could be. 

Senator Payne. Am I correct in the information that I have, that 
at least some of the mortgaging groups strenuously opposed that 
amendment that was proposed by Senators Douglas and Bennett at 
the time? 

Senator Bennetr. May | answer that? 

Mr. Core. Yes. 

Senator Bennett. I think the building industry was also opposed 
to the amendment because it represented further limitation on their 
freedom of action. 

Senator Payne. That is all I have, Mr. Chairman. 

The Cuarrman. Senator Bennett. 

Senator Bennerr. I was trying to concentrate on the questions I 
asked, and missed this one, which is collateral. First, what would 
happen to title I programs if FHA undertook to protect the buyer? 

Mr. Cote. It would destroy it, completely. 

Senator Bennett. I don’t think there is any question about that. 

My second question goes to the one—— 

The CuarrMan. Wait a minute. You say if the Federal Govern- 
ment decided to protect the buyer, it would destroy the program ? 

Mr. Cour. I think, Senator, you are right in calling my attention 
to that. That is a pretty broad statement. 

The CHarrMan. { would say if that is true, that we ought to repeal 
the law before 4 o’clock today. 

Mr. Coxe. I will back up on the statement. I think that was a 
pretty broad statement on my part. 

The Cuarrman. Explain what you meant. 

Mr. Corz. I had in mind what the Senator implied by his state- 
ment, that in each title I loan, that the Federal Government would 
take such steps as to protect—I mean, such steps as to inspect—on 
the part of the Federal Government, to have inspectors go out to 
inspect those loans, to report back to the FHA that hoe had inspected 
it, and the basis of the inspection, that such loan was good, that that 
would destroy the program. 

The CrarrMAn. That would take an awful lot of employees, but 
you could write something in the law. 

For instance, in the Securities and Exchange Commission, they work 
on every prospectus. 

While they do not guarantee the securities, they guarantee the facts 
in the prospectus. 

We can do something like that, can’t we? 

Mr. Cote. I think so. 

The CuArrMan. I think we should. 

Senator Bennett. Since I asked the question, I want to take equal 
responsibility for what was obviously generalized, and therefore, 
brought about an unrealistic answer. My question should have been, 
should the Federal Government take full reponsibility to assure the 
property owner that he gets what he thinks he is getting when he 
gets a contract financed by an FHA note? 

Mr. Coxe. I think that involves the inspection of every job, and 
because I don’t believe that is possible, and because I believe this is a 
small-loan program based upon the integrity of the dealer and the 
lender, I do not think it can be done. 
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The Cuarrman. We can certainly reverse it and do it in a negative 
way, and so inform the homeowner that the Federal Government is 
not responsible, can’t we? 

Mr. Cone. Yes. 

The Cuarrman. My best judgment is that they have been able to 
make millions and millions of dollars worth of sales at high prices, 
by virtue of the fact that the buyer thought that the—the homeowner 
and the buyer thought that the Federal Government was behind it, 
and that anybody representing the Federal Government was honest 
and that they could depend upon them. You certainly can approach 
it from the negative standpoint, which is really what the Securities 
and Exchange Commission does. They approach it from the negative 
standpoint rather than the positive. 

Senator Bennett. That was the purpose of my question. 


‘The CHarrman. We must protect the people. That is the purpose 
of government. 
Mr. Cotz. Of course, Senator. I want no connotations to the 


contrary. 

The Cuarrman. What you meant was, if you had to inspect every 
loan, that it would be just unworkable and impractical. 

Mr. Core. Yes. 

The CHarrMan. It would require an army of 25,000 or 50,000 people 
to do it. 

Mr. Cote. Yes. 

Senator Frear. I suppose, Mr. Cole, what we should require is as- 
sertion by the borrower that they have read the fine print of the 
contract. 

Mr. Cole, to your knowledge, how long has FHA known of these 
abuses and malpractices that we have been talking about under title I? 

Mr. Core. Abuses under title I, in my opinion, have stretched back 
a number of years. A number of years. 

Senator Frear. You were aware of it when you became the Housing 
and Home Finance Agency Administrator ? 

Mr. Core. Senator the first time I became aware of the volume, the 
pattern, was when the FBI and the Department of Justice advised 
me, and I received this letter froin a Washington attorney advising 
me. Ithink that was the first time. Perhaps our own regional repre- 
sentative sent us a memo. 

Senator Frear. That was June 24, 1953, if I understand correctly. 

Mr. Cotz. Approximately. 

Senator Frear. Did you familiarize yourself with the rules and 
_ aemene of the FHA, when you became the Administrator of 

Af 

Mr. Cotz. Generally speaking. If you asked me if I knew all the 
er regulations, even now of the FHA, the answer would be 

0. 

Senator Frear. You have a ready reference, I am sure, but I mean, 
generally speaking, Mr. Cole. 

Did you familiarize yourself, or did you read the testimony that 
had been given by your predecessor before the Senate Banking and 
Currency Committee, and if so, did you find in that any indication 
that he had given to the committee that there were violations or 
abuses under title I of the insurance program ? 
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Mr. Core. Senator, I am sorry I do not recall that. If I have 
seen it, I do not recall it. 

Senator Frear. Did you, yourself, in any testimony before the 
Senate Banking and Currency Committee, issue any warning, so to 
speak, to the committee? 

Mr. Corx. No. 

Senator Frear. Mr. Cole, do you suppose had you done that in your 
appearance after this date of June 24, 1953—and I believe you did 
appear after that—do you think that had you told the Senate Bank- 
ing and Currency Committee that there were some abuses to this, and 
that the public should know about it, that that would have corrected 
any of the abuses since that time? Do you think the Federal Gov- 
ernment might be in a less embarrassing position now had that been 
done, or not? 

Mr. Corr. I must preface it by saying to you that when I received 
the complaint we asked for and I asked for an investigation to deter- 
mine whether the complaints were true. I did not receive that inves- 
tigation until February, the reports on that investigation, until 
February of this year. 

Now, in answering your question, yes, if I had know then what 
I know now, it would have made considerable difference. 

Senator Frear. But really, back in June 1953, you didn’t know 
about it, and actually it only came to your attention, which confirmed 
these things, in February of this year, approximately ? 

Mr. Core. Again, I think that is correct. You have a complaint; 
you investigate it; and when you find the investigation is true, then 
you report. 

Senator Lenman. Mr. Cole, yesterday Mr. Hollyday testified that, 
I believe on October 28, 1953, he had issued certain revised regula- 
tions. Then in December 1953, the President’s Advisory Committee 
considered those revised regulations, together with others, and came 
up with this statement : 

The FHA has recently issued new regulations, which provide for screening 
of dealers and for tightening the procedures in these cases where the homeowner 
is not dealing directly with the financial institution. There is attached, as 
exhibit 3, a description of the scope of these regulations. It is the judgment 
of your subcommittee that these new regulations will correct the abuses and 
that no further requirements should be imposed in this area, at this time. 

Now, those are merely regulations, subject to revision and change 
at any time. 

Mr. Cote. Yes, sir. 

Senator LrnMan. They are not in any sense part of the law. 

Mr. Corr. That is correct. 

Senator Leuman. May I ask you whether you would approve the 
inclusion of all or part of these proposed regulations in the law—not 
in the exact language of the report, but the intent? 

Mr. Core. I certainly wouldn’t disapprove of it, Senator. I cer- 
tainly would not disapprove. I want to point out to you, sir, and I am 
sure you are aware of the fact, that this program is such that it does 
require some flexibility of judgment on the part of those administer- 
ing it. If it is to work, it must have administrative flexibility to a 
point. Whatever the Congress decides to do to limit that administra- 
tive flexibility in order to establish the fidelity and integrity of the 
system is good. This, I would not object to. 
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Senator Leuman. May I ask you to submit a memorandum to this 
committee, setting forth those particular recommendations for re- 
visions in the regulations which you think would cripple or slow up to 
a marked degree the operations of the agency ¢ 

Mr. Corr. Yes, we will give you a report on that. 

The Cuamman, Are there any further questions? 

Senator Leuman. Is Mr. Cole going on again? 

The Cuamman. Unless there are further questions of Mr. Cole—— 

Senator Lenman. Then I would like to ask one more question for 
the record. 

Mr. Cole, will you tell me how is the valuation of section 608 projects 
arrived at? In other words, is it (1) the cost of unimproved land plus 
the estimated cost of construction, or (2) is it the estimated value of 
the completed project, or (3) is it replacement value which would 
take into account possible increment of the land values, or that coming 
from a completed project ? 

Mr. Core. I will have to check. Just a moment. 

The cost of improvements plus land values. 

Senator Leaman. Will you repeat that? 

Mr. Coir. The cost of improvements, plus land values. 

Senator LeHMan. Plus the original cost of the land ? 

Mr. Corx. The value. Not the original cost, the value. There is 
an increment in the—— 

Senator Lenman. The value of the land as part of a completed 
project, giving effect to any possible increment due to the fact that 
there is a new project that has been completed. 

Mr. Corr. That is correct. 

Senator Lenman, Is it replacement value? Is that taken into 
account ¢ 

Mr. Corz. On section 608 it is actually replacement cost, not. re- 
placement value. Replacement cost. 

Senator Lenman. Replacement cost would be taken into account ? 

Mr. Core. Yes. 

Senator Leuman. So you have two factors there. The estimated 
value of the completed project—which is land and the building, that is 
one factor, plus a second factor of replacement value of the project? 

Mr. Corx. Senator, it is the estimate—it is the estimate of the neces- 
sary current cost as reflected in the cost of the replacement. 

Senator Lenman. There must be some definition or standard that 
is followed in estimating the value of the project on which a mortgage 
may be issued and guaranteed. It seems to me that it is very im- 
portant for the record to establish just what that definition or stand- 
ard is. 

Mr. Coir. We will present that for the record, sir. 

Senator Lerman. May I ask you to do that as promptly as possible, 
because I think that is something that will have to receive 
consideration. 

(The information requested follows :) 


Dicest or FHA INSTRUCTIONS PERTAINING TO REPLACEMENT Cost ESTIMATES 
UNpDER SEcTION 608 


Section 608 of the National Housing Act sets forth three upper limits upon the 
mortgage amount which require the FHA to make estimates of cost. These provi- 
sions are as follows: 
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1. “90 per centum of the amount which the Commissioner estimates will be 
the necessary current cost of the completed property or project, including the 
land; the proposed physical improvements; utilities within the boundaries of 
the property or project; architects’ fees; taxes and interest accruing during 
eonstruction; and other miscellaneous charges incidental to construction and 
approved by the Commissioner.” 

2. “90 per centum of the Commissioner’s estimate of the replacement cost of 
the property or project on the basis of the costs prevailing on December 31, 1947, 
for properties or projects of comparable quality in the locality where such prop- 
erty or project is to be located.” The second provision was added to section 608 
by amendment made effective August 12, 1948. 

3. “The amount which the Commissioner estimates will be the cost of the 
completed physical improvements on the property or project, exclusive of off-site 
public utilities and streets, and organization and legal expenses.” 

The cost estimates under 1 and 2 above are referred to in FHA instructions as 
the “Total estimate of replacement cost of property,” the only difference being 
that one estimate is on a current basis and the other as of December 31, 1947. 
The type of estimate made is shown in summary form on page 3 of Form 2264-W 
attached and includes the items of improvements to land (within property 
lines) ; structures, fees (builder’s and architect’s) ; carrying charges, financing; 
legal and organization; and fair market price for land (in fee simple cases). 


FAIR MARKET PRICE OF LAND 


Instructions required that the fair market price of land be estimated on the 
basis of comparison with other sites offering similar utility and desirability for 
the proposed use. The estimate was to be based upon comparison with lands 
having the benefit of similar off-site utilities, streets or other off-site improve- 
ments to be required as a condition of insurance. 

In other words, the fair market price estimate was not to be derived by simply 
adding the cost of raw land to the cost of off-site utilities and streets; the esti- 
mated cost could on occasion be more or less than the estimated fair market 
price derived by comparison, depending upon local market conditions. Further, 
the instructions required comparison with other sites on which the proposed 
project or a similar competing project might be built. This stipulated the use 
of vacant sites in the comparative process which was intended to preclude the 
fictitious writeup of site price because of an existing or prospective structure. 
It is in accord with accepted appraisal tenets. 

Comparative data regarding not less than 3 other similar sites were required, 
not less than 5 such comparisons were desirable. Sale prices, assessed values, 
qualified appraisal opinion, location factors, and physical characteristics of each 
comparison were to be recorded. 

In order to provide an orderly means for recordation of such data and the 
comparison of the competitive sites with the subject tract, two tables or grids 
were provided. The project site was to be rated in comparison, with respect 
to physical and location characteristics and influences, as superior, equal, or 
inferior to the competitive tract. As a result of this process of correlation, com- 
parison, and analysis, certification was to be made of a fair market price of the 
subject parcel in fee simple, which price was used in the overall estimate of to- 
tal replacement cost of the property. 


COST ESTIMATE OF IMPROVEMENTS 


Items of construction included in the estimate consist of dwellings, accessory 
buildings, on-site utilities, and on-site landscape work. Separate estimates were 
made for off-site utilities and off-site landscape work. 

The estimate was to be based on current material prices, current rates of pro- 
duction, and prevailing wages not less than those determined by the Secretary of 
Labor. The estimate included the cost of materials, labor, subcontracts, work- 
men’s compensation insurance, public liabilitvw insurance, unemployment insur- 
ance, social security, sales taxes, job overhead, builder’s and architect’s fees. 

Current prices were to be obtained from material dealers, mills, builders’ 
sources of supply, subcontractors, and contractors or builders, based on the quan- 
tities involved in the project under consideration. A sufficient number of sources 
were to be contacted to enable the selection of prices which reflected the general 
level of current costs. 


44750—54—pt. 3 8 
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ESTIMATE OF UTILITIES AND LANDSCAPE WORK 


On-site utilities included the following items: Site preparation not including 
demolition of buildings, rough grading, water supply, lawn-sprinkling systems, 
sanitary sewer system, electric service connections, gas mains, heating tunnels, 
storm-sewer system, pavement for streets, driveways, garage compounds and 
parking areas, walks, curbs, yard and playground equipment, fences and 
retaining walls. 

On-site landscape work included the following items: Topsoil and soil- 
improvement materials to be purchased, finish grading, seeding, sprigging and 
sodding, planting including trees, shrubs, and vines. 


BUILDER'S AND ARCHITECT'S FEES 


No arbitrarily fixed amounts were to be assumed for either or both fees, for 
any project, but due consideration was to be given to the conditions of the proj- 
ect, the simplicity or complexity of the work, and the rates of fees prevailing in 
the area for the services rendered. 

Builder’s fee was determined by applying a percentage to the total cost of 
physical improvements (exclusive of architect’s fee). This percentage should 
represent the typical fee usually charged in the locality by the majority of 
builders, for projects which are similar in type and size to the subject project. 
The rate most typically allowed was 5 percent. 

Architect’s fee was determined by applying a percentage to the total cost of 
physical improvements and builder’s fee. This percentage was to be determined 
by the Chief Architect’s giving due consideration to the customary professional 
practice as well as to the prevailing fees in the area for the services rendered. 
These fees may show considerable variance due to the repetitious character of 
the work and also due to the omission of architectural supervision or because 
the sponsor contracted for only a limited amount of supervision. In general, 
the rate did not exceed 5 percent. 


FHA Form No.2401-W 
Revised May 1946 


FEDERAL HOUSING ADMINISTRATION 
PROJECT INFORMATION 


SECTION 608 RENTAL HOUSING 


a a edie NN I ae id erential hone 
IN A TN aa cc tcta secant eemeenee sees i ciitararectaustiemeiincdebebterrnuy 
Type_.__._ Construction_._._.. Number of family units_.... Number of rooms_--_- 


PHYSICAL, ECONOMIC, AND SOCIAL DATA 
A. CITY 


1. Economic stability rating__._. 2. Population as of 194__: (a) City_------- 
(b) Metropolitan area______--____ (c) Source of estimate__.___.____-_ 
3. Characterize any special climatic or geological hazards___.._.....--.---_--_ 


B. NEIGHBORHOOD 


1: Parvetcas. : Chmractertas topograpity . 24 ede dk 
2. Economic: (@) Is the district primarily residential, commercial, or indus- 
i tents (b) Indicate stability or nature of transitional 
IO hi a a ae ee ST epee ath dicie 
(c) If the district contains any nonconforming land uses, note type and 
CSGRMON CRORE RG leo Cl a Sk ripe St. 


(d) Do they adversely affect the neighborhood?________ (e) Are there 
any other broad economic influences which might adversely affect the 
mpeprberees Foon a CS ae UE 
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(g) Will the trend of this neighborhood continue to support the project 
IE ht alach tiers ania esinanip's onacien 


(h) State rush- hour running time of public transit to central city and the 
TRIG: wanna. Cees, —.... CUE. 

(7) Describe briefly principal structures within a block radius of the project 
and give age and condition of older buildings.._..._......_..---_._----_~ = 


8. SoctaL: (a) Is neighborhood homogeneous in population? sei i thes en 


(b) What race or group predominates?_....._..._....._._. (¢) How will such 
ERO eee Ee INET Sched eccceinicewccnbiinciniicinnine 
(d) Is the neighborhood undergoing social changes which will improve or 
impair its value for a project? _._.--.-_--~- (6) If se, expieiy .—............... 


Rew I nicl iste heats ancien cee lated 


Cc, SITE 


k Pmwasss.: (4) Desctibe any Geo threat.......22ci kw ee 
(b) Is the surface of the site above, below, or at street grade? _..._.______ 
(c) Will foundations require special treatment because of rock or soft 


ground? _........ (d) Describe structures now on site and estimate 
whether cost or salvage will result from demolition (indicate amount if 
possible) Sicilia cena ae pene cenbps ion cae dias ahninanetisiahaas 
(e) Are there preservable trees on 1 the OT scdeingerencghtnnins (f) State kind, 

width, and condition of pavements on abutting streets _..__..__._.___._____-__ 
(g) Are curbs installed? _....-.-—- If not, are they required? ___--__-__ 
(hk) Sidewalks laid? ........----. (i) Are water, gas, sewer, and electric 
lines of sufficient size available at the site? _..__._______ (j) If not, will 


they be provided by the companies without cost? _.__._._.__-__-_-_-_----___--- 

2. Economic: (a) Will the project appeal to typical, higher or lower income 
grouns than those now ener in the neighborhood? ____-.-----__--_ 

( bd) What are ‘the present zoning or deed restriction as to—(1) Use? ___.-- 

CBP TET) oc deesl Lies. (3) GQOPEIRSP eden accent nnd (4) Type of 
I Sakis ckcethaeenlenannenceincnandicctiniigiassocnaiiagliammnatnives stint aphasia iis iiatiaindin 

ay) re OUI = ni a oe ee i csereslarerdatescmasbicaraninineiinanns 


8. SocraL: (a) State the distance in feet from site to—(1) Transit lines (state 


ND) ics adie banat C2d; BERG CORES BIR WER oo cccienceneene-a~~ 
(3) Schools (grade and high) ~-------~.-~- (4) Neighborhood shopping 
COE: ndetnee~apnd~< (5) Main shopping center __..---__---- (6) Fire 
department apparatus —.-_.-------_- (b) Seating capacity of elementary 
OIE seceded <inctatetathecbeinnite Enrollment in elementary schools _.---.-.----.-- 


DETERMINATION OF MARKET PRICE OF LAND 


A. 1. What is the area of the project site? _._.__._________ 
2. List below sales prices or listings of comparable parcels: 


= ie ee a pe a a Rien | say 
| 


Assessed | . . 
>, . Sale ‘ / ais: 
F No 1 Location | Area value land ale —— App : -_ 
| | per parcel = oe 
| | 





eerre nie ere WTS awbrade lat a coos Pass cechccenncep Seeoss 
| } | | 
| 
} 


oae.onr~ 





1412 HOUSING ACT OF 1954 


3. What special circumstances, if any, affected these sales or listings?_.______- 


B. COMPARISON GRID FOR DETERMINING RELATIVE DESIRABILITY OF PROJECT AND 
COMPARABLE SITES 


Parcel num ber_ 


} 


2 


—_| —_______ 


Project sice 





Project site 





Project site | 





Project site 


Project site 


is— is is is— | is- 
2 — ee ene oe ee en eee ae. fF 
Feature 5 | & | | & rs 
S b S | | & S | & S . S be 
= si} 2 ) oa rae s/s a 
FS ISZIEIBSBISIEIBIS/EZISBIEZIZIBIS/2 
aT eis &'s/s/|8/8 os|a4/8 o/a/ 3 a 
Sisia|Sinisifglialsigigsgisizigis 
7 | ee QNiRimn | aiRiain\| Sia 
= = dice . ss susie 
| | 
| 


CITYWIDE FACTORS | 


Relation to most suitable residen- | | | | | | 
tial trend _. | | | | 

Relation to appropriate employ- 
ment areas 

Relation to existing and known fu- | 
ture civic betterments | 

Relation to puplic transit services 

Relation to present and future tax 
burdens_... 





NEIGHBORHOOD FACTORS | 


Adc quacy of zoning and deed re- 
strictions.... 

Social and income characteristics of 
neighborhood inhabitants- - 

Influence of population growth, sta- 
bility, or fm meg 








SITE FACTORS 


Influence of surrounding improve- | | 
ments.... | 

Topography, foundation require- | 
ments, freedom from flood threat, | 
etc-- | 

Security against special hazards, | 














noise, smoke, traffic, undesirable 
outlook, etc. 














' 
' 
' 
‘ 
‘ 
’ 


C. CERTIFICATION OF FAIR MARKET PRICE 


I HEREBY CERTIFY, That I have read Section 512 (a) of the National Housing 
Act; that I have no personal interest, present or prospective, in the property, 
the applicant, or the proceeds of the mortgage; that I have examined the parcel 
of land which is to be used for this project (and which is legally described on 
Form No. 2013—W or exhibits attached thereto) ; and that, based upon an analysis 
of the available information, a fair price on the current market for this parcel 


of land in fee simple is, in my opinion, $______----_- i eennene nines or a total of 
Disttinuenieadeiinecares 
4. Mandatory conditions (if any) on which above estimate of land price is based : 


Ren 


Dat 


aren i 
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5. Is the project site unacceptable as mortgage security under Section 608?____- 


If so, explain fully____-~- somagateiabitRegaan tibetan taeneactieemataneiemaaliasaiaatatanmeastaal teat 


(Signed ) ‘ ee 
‘i: ‘ sack 


RENTAL HOUSING: SURVEY AND ESTIMATES 


A. CITYWIDE DATA 


1. Estimate the present occupancy ratio in all residential units %o; in 
detached houses _..-%; in 2- and 4-family flats --.._%; in multi- 
family walk-up apartments —-_....%; in multi-family elevator apart- 
ments __ %. 

2. What rental range shows the highest ratio? ______- _. prpm. 

8. What volume of competitive construction is under way? ~----------------- 
4. Will existing \ vacancies, plus present construc tion, fill city-wide demand? esa. 
B. NEIGHBORHOOD DATA 
1. What is the typical income of the neighborhood residents? $_..------- per 

year. 

2. Indicate the typical age of the residential structures in the neighborhood ~~~ 

3. Are they generally well maintained? liga 

4. Is any part of the neighborhood in a ‘transition “period ? i ne ae 

5. If so, describe and state its probable effect on the project —_. nibeuiaiiadiin 

6. Estimate the proportion of vacant residential units, separating into- “(a) 
detached houses _._...--_; (b) 2- and 4-family flats : nen 
(c) multi-family walk-up apartments ____-_-._-_; (d) multi-family ele va- 
tor apartments —__--~-- 

7. Give a brief summary of rec cent residential construction _._--------------. 

8. What has been the absorption of such construction? ~-__-~- Fee a Lies 

9. What is the predominant type of residenti: il building? ina ence anaemia tuctscnntoaies 

10. What is the predominant type of multi-family building?__.._._._.__._--__--_____ 

11. State the first, seeond, and third most popular number of rooms “per unit in 

multi-family buildings— tO) ccseuue bedi acb ues a GUE acalonhiabaneu iinmennaee 


COD citincneceneeinns di 
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12. If off-the-street parking facilities are necessary, explain .-__.-.._._-_----.-- - 
13. Is this property in a rental control area? ___---~-_-. If so, what is the 


of eww e-em eee eee ewes owen oeooa 


C. MONTHLY RENTALS—COMPETITIVE UNITS AND PROJECT ESTIMATE 





Actual rentals—competitive Estimated currently obtainable 














‘0 aoe | units | rents for project units 
Number | 
of rooms | Rooms | l | lo Slane 
| | |Occupancy umber 
A | B Cc | D | Rents ra) units 
} aa } | hae | — 
| | 
oi _..| LR-8K-BR......-| 3... 8......18.-..| 8 | 
2% -_.. | ber wa-s......... |---~ eae 
Incest RAR seins acl seolieds ee 
3%. --__- -_| LR-K-DA-BR_____| * 
= ..--| LR-K-DR-BR-_-.-|__--.__- idl ciel | 
| LR-K-2BR__. --|- Le ecetiinidlhs | 
LR-K-DA-2BR j--------|------- =e 
oa Detached house : a | 
= | Two family - -- cs socked dmiobitcns 3 


Above occupancy ratios can probably be attained in—— months if project is 
completed in time for best renting season, namely, the months of 





Applicable legal maximum rental controls are the same for the subject property 
and competitive units [) A, () B, 


CJ C, D. 

I OE SRIRAM FS ons cic enti ecccmnwiseimenininwniainbogcais ; 
CD ccsigeectnatinetd iniainiiticeiiaianmainninieiabay cinta enim timc tims dlbtaaide ; 
ccna epicenter aclgssto sites een inion tne sacar tn eihihtaltnlan tna ial anal eet ; 
(d) ; 


If there is a probability of revenue from stores, parking plots, etc., estimate 
the gross amount and give other informative details____.______________-_-_--___ 


D. ITEMS INCLUDED IN MONTHLY RENTALS 








Water Electricity Appliances 

Com- Conk. es 
petitive} Age | Heat a ing Jani- Ele- | Tele- | Ga- 
autts Hot | Cold | Lights /friger- 

ation 
Tantei deal nara nacelle nai ltaieiiaita Neil 
er aeee ated ee cen es ore Racak cme bes aeceaaeaon ee 
Duinvccvisvwatulenscsestemustteeveuuedtateicacupruwot 
ce toes | 














~~ 


aAcoar © NHN 


10. 


_ 


m wh 





ee 


—_ 
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E. DATA FOR ESTIMATING OPERATING COSTS 


Item Unit Cost per unit 
Heating fuel: 
Coal...-..- $ 
Oil... 
Gas. 


Method and cost of garbage and rubbish remove al_. 


Electricity (lights) .... 


Electricity (power) | 


Water consumption per family per year... . gallons. 
Water cost per family per year-._. $ 


| 

Janitor - : ; ’ cially Sabeihesanamed tieietiee 

Handy men. ‘ ; ad ; bateens | i lari ile Rall dacens eat 
| 


Elevator ope rator.... j ; | 
Decoration - _-. ana ‘a én ne 
Average tenant turnover pe r FOE ct none _ . - percent. 
RE RS A a 


F. INSURANCE—GIVE LOCAL ANNUAL RATES FOR PROJECT BUILDINGS ON 
THREE-YEAR BASIS 


Rs I Minaccennicaeteded net rate; with  ....--- % coinsurance, $--....----~- 
ea ee ae svuhicamtesemmn -, in. VOT Tint eiiecte net rate; 
ID vette % coinsurance, $....---- BRR nc cspiceiantencattncditenateneicestiiie 
5. Has this been established by rating bureau or local agent? _._..-.---~- hal 
G. TAXES 
1. What ratio currently exists between assessed value and market price? —_-- 
2. State present assessed value of the I ase tectnninnes _.......; applicable tax 
O08 Ba aciteens SOU aie nii adn Sein ch ttl _ 
8. Estimated assessed value of land after ones iciciians ..; applicable 
tax rate $...__. el EE catia : 
4. How does the assessor estimate the value. of new buildings? Benedikt ten 
5. What percent of this estimate does he use as the assessed value? _.--__-- %. 
6. State the tax rate applied to the above assessed value $_______- per ~-----~-- 
7. If there is no separation of the assessed value of land and buildings, how 
does the assessor arrive at his value for the completed project ~...------ 
isch dhe conan neiesassiontales ; applicable tax rate $__._._.___ per ceil 
8. State the present annual tax per room for the competitive units shown in 
Dame “S)" om. ane St (A) Qucnscrcmmacan ih ET Reha hbaihome-aieinns 3 
ET Mi cathe bteieces a), ag tee toeaeae Ji Seay Os... 
wieihieaaain CORES © cscs scien a seat ct 
9. State the probable annual tax on this project when completed: Land, $_--- 
nminigeitiiadacadinn OT I SM Ti cntticheiintiate * 
10. Give estimated rate for special assessments —___--__--_-~- 2 cows aie 
SIT, Digiscvceentectaen Oo ssiaaials | eee ers 


H,. GENERAL RECOM MENDATIONS 


. In your judgment, does the condition of the rental market in this city war- 


rant the construction of this project? Explain: —_- 
How many family units do you recommend for the project? 
Indicate best outlook from and best approach to the project. ioeleiak 
Do project room sizes conform to local demand for comparable units? 
Explain any variation: 
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Bases?  ....... sei ahaeeeaks eae ead tater cht Amc deeg ee aeataemigy seeliemes aiae soe vance emo 
BORD secu enticecumne (Signed) __--- sani wiagnee en 
Valuator. 
ING Sis csicta aniataabcin ili tii al Rane ae a is 
CO iia cea tea TO ae 
Date —_-_- ielttiticasntaccecaeill TED)  «<acmmmuetetimnuenmnaastinemael el 
0 Chief Valuator. C) Deputy for Chief Valuator. 
REMARKS: - ce ad keene po omran os pata Seth cae aaa inh be Dab ke ot 


FHA Form No. 2264—W 
Revised January 1953 


FEDERAL HoustIne ADMINISTRATION 


PROJECT ANALYSIS 


a ee re — Pngeet ite haa. s... 
Name of project sh cnc Nl ll Micha eT TC saa aie abi eat 
a a ihe ot le acai cececonchee si Sei cg eine Rimi ts Tanase 
Type of project __-- ID Mis rss ree : ConsGrGtlok: oc enn cecnntntlin25- 
Accessory buildings ~-.._---_----- ka ican targa acm MatcgE ee ee ee eS 
ee? 2. SOOM 26... cus siete erage enhances tee ea ener 
Number of family units  ~..____--_-__ abc ele Ses J Fe CRE ee 
Average rooms per family unit ~------- SERS ee CCOR ee eaten 
Estimated average rent p. r. p. m., $_-_------~- Se 

Average rent per family unit p. m., $-__-_-_--_-------~- 


ESTIMATE OF INCOME 


INCOME (DWELLING UNITS) 








sctimmatea | Monthly | 
Number of | Percent of | Rooms Composition of units | neat | rent at ee 
each unit type | total units | per unit | (L. R., 2 B. R., K., etc.) : | 100 percent 
per month | occupancy occupancy 
. $ $ \$ 
- . 
Total number of rooms @ average rental of $ per room per month . | a oan 
ACCESSORY INCOME (GARAGES, STORES, ETC.) 
~- ‘ , aacaies = ——— Sanaa 
| sitet atnas | Annual rent at 
Number Type ay yom | 100 percent 
: | occupancy 
=e 
wn = ; $ : $ 
lo , | —- 
Total accessory income _- : ‘ ee all ietiaiinasioty Memalnaihink Sheena 
Total estimated income at 100 percent occupancy --| - -- - -- ~acegie nen sabar ean yachrn 





t 
— 
—~ 
— 
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ESTIMATE OF TAXES 

















Improvements 
+ Percent | Percent 
eS debased | Assessor’s of Assessed | Tax rate | Annual 
ons cost or valuation) assess- value |per $1,000 tax 
equalized ment | 
———— - —---—- 
Main buildings. _............--. ee ee, ee oe! ee ee ey Bucannece 
Garages.______- ee a ee eee ie Finis OE Cadi E Rekcc seat coccae ten 
tt i q Sa Se eR tee eS 
' 
Total annual tax for improvements. -. 2 . z Wikis Ghedigtonaked 
Land: 
Estimated assessed value upon completion of improvements__............ $.-......---- 
Estimated tax rate a Etna alene umn TS wien alicia RS, 3 St _ ae 
Estimated total land tax__ iene aobwswie dceabistedoebaibinia csagneiemae a eaaticdane ac Bicctdekuccune 
Total estimated real estate a (per room $_ 5 ae : _) per annum eitieaads cam a 
Miscellaneous operating taxes: 
Social Security tax__.............. sts cht arsed asses ein aa cigs et alee ae Raa a 
Other special local taxes_......... ison cd iane tein ling acinus 


~ Total miscellaneous operati ing taxes. 
Total taxes (excluding income, capital stock, ‘and franchise taxes) 


ESTIMATED ANNUAL OPERATING STATEMENT 


Annual in- 
| come at 100 Estimated 


occupancy 
percent 
Occupancy | (percent) 


| Gross income 
| expectancy 





Income: (See schedule page 1) 


Dwelling units___.-___- 
Garages. eRe 
Stores 


Total estimated income 
Gross income expectancy 
Operating expenses and taxes: 





















Operating........... rooms Bin cbn’ ~~ a > . Si ctstibhabaneadeasieced Choc ge aouile 
PREC Tr ED sD ndsncne, Dili O-< 20-005 fiero secs cansnebsscscucdiomnly 
Total taxes (excluding Income, Capital stock’ rnd ‘Fran- 
I ee a Ee 1s aishacsbibancbenadbbaa a 
Total Operating Expenses and Re ioe ts Se slecbe ihe decrdlane aback tka caaiedieega Cai ie 
Estimated net income, after — Expenses and | 
WG i chckt ch dicamsakyaekatghshamckaenohusledbut J---0-- coe ee. ae ae 8 ee cn 
EQUIPMENT AND SERVICES INCLUDED IN RENT 
Equipment Furnished Tenants: Services Included in Rent: 
Ranges (gas or electric) _-...........-- dia We ee Ge CIN GU onan nh deine snes ccnccsie 
Oar a aoe a aren sesbsahds 
Bes CRIN 6 Siri canttincntdsndneboeres JOMINOT CIE VID nono sncencnengsdp ce 
BSS COND Gis eisiks ic ccecgssceewsscese ianahe Grounds maintenance. 
Showers (in tub or separate).................--.]] Refrigerator current. .........-.- 
I ik hel cettcmalatdiaal Other 


Venetian blinds 
Other 





REMARKS 


ESTIMATED REPLACEMENT COST OF PROPERTY 


Improvements to land (within property lines) : 
OT TS cede icac dines eetevieabnniah ie dieiies iaiccteccaiieass 


Structures: 
Dwellings —-.-.-~- (ftom Gtet estimate) ._.....o.  dncdapindun 


Gereee® 23... FP Bik 8 ln ek lass Se eden 
Other 


mi! 


Fees | 


ys bet 


Carr, 


Leg 
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Temes (eocial necustty, -aGles, O00. \anesciuc din. sous 
Performance bond premium 
Fees: 
Builder_. $ 
Architect $ 
Total estimated cost of struc tures SI SIU i eiirsincesicht toca cciemeininem 
Totet. Ser all. improves ioe ee ee 
Carrying charges; financing: 
Interest mo. @ _.....% 
Taxes (real estate) 
Insurance (fire, windstorm, liability, etc., during 
construction ) 
FHA mortgage insurance premium 
mortgage $ 
FHA examination fee 
FHA inspection fee 
Financing expense 
Title and recording expense 
Total carrying charges; financing 
Legal and organization: 
Legal expense 
Organization expense 
Total legal and organization 
Total estimated cost (exclusive of land and required 
construction off the site) 
Fair market price for this parcel of land in fee simple 
(from FHA form 2401) : 
iil tat eames square feet @ per sq. ft 
Total estimate of replacement cost of property : 

I hereby certify that I have read section 512 (a) of the National Housing 
Act, as amended; that I have no personal interest, persent or prospective, in 
the property, the proceeds of a mortgage proposed to be secured by the property 
or the applicant therefor. 

(Signed) 


(Signed) 
(Approved) 
{] Chief Valuator. 
(_) Deputy for Chief Valuator. 


DETERMINATION OF MAXIMUM INSURABLE MORTGAGE 


. Total for all physical improvements, carrying charges, and financ- 
. 90% of total estimated replacement cost of property 
. Amount based on limitation as to debt service ratio: 
(a) Mortgage interest rate 
(b) Mortgage insurance premium 
(c) Mortgage amortization 1st yr 
(d) Sum ot above items 
(e) Net 
(f) 
(g) 
(h) Total of (f) and (g) , $ 
C1) Tee (ea) Male GO a i... 8. 
(j) Item (i)+Item (d) 
4. Amount based on statutory limitation per room or per unit: 
(a) Number of rooms units... $..--_-- =$_____- 
(b) Ratio cost of “Total Structures” to “Residential and 
Related Uses” % (From Form 2412). 
(c) Item (a) XItem (b) 
5. Mortgage amount stated in application 
MAXIMUM INSURABLE MortTGace (Lowest of above amounts) __ 
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ESTIMATED REQUIREMENTS FOR COMPLETION OF THE PROJECT 


1. FHA total estimated cost exclusive of land (and exclusive of re- 


quired conatraction: off the sibe— .i.i..-i os ee ce tiindnw Ricca 
2. Mortgnge 1000 DUOCR I ann cccnisee ene eeu 6 dict ansa 
3. Amount for fees to be paid by means other than 

II a senceccsirenartirinrcrncca ed tic tteaitiat Re arn lass e EN a A 


ADDITIONAL REQUIREMENTS 


In addition to the above requirements land must be free and clear of encum- 
brances; additional cash must be escrowed at closing in the event the cash 
required by the contract documents exceeds the sum of the mortgage and the 


cash indicated in Item 4 above; cash working capital of $_....___-____ is to be 
escrowed at closing, and provision must be made for off-site requirements 
estimated to cost $___._._______ (Form 2411). 


ANALYTICAL SUMMARY 


Ratio: Mertense 6... to total for all improvements, 

peregeny cuerget,; end Guenter Sic asin ciccccicnncccnauted sees | US? % 
nate: Doct 4... = to estimated Replacement Cost 

OF PINS We nn Sn ce OE ne %o 
Ratio :.226bt. serves. 2eehinemonts 6 oe ee 

to estimated net income $____- Deere mero OL een AT a % 
Amount of mortgage allocable to dwellings only; per family unit, 

Bete Seca ore mes a aR gene Re eer TIE os cs one 
Estimated replacement cost of property_____-____ per family unit, 

aii Si Rta cai saint dpa SIP CON ence beeen ret eas 
Ratio: Income from dwellings @ 100% occupancy to all income at 

Se NO ina TEA) 8 SN te) Sea Pee ee % 


Ratio: Total operating expenses and taxes $ 


to gross income expectancy $____________________ AL ES % 
Ratio: Debt service requirements $_...................._.-___._ 

Imre an I Nn ecco TE % 
i a os. . were nnnncadinseee? Siz! % 
I ak ee ed Io 


REMARKS: _ 


Dba bilo 5. 523 SUITED: ox s:ereniscrtpunctnacepestnae dealin sini ammentaitiedinaineitaddioninas 
Mortgage Credit Examiner. 
PO acces a WRU let CTROOR) it5t ee ee ee ee 
(Approved) ‘| Chief Mortgage Credit Examiner. 


(} Deputy for Chief Mortgage Credit Examiner. 


The CuarrMan. Unless there is objection, the committee will stand 
in recess until 2: 30, at which time we will have Mr. Greene, Mr. Kane, 
who is legislative representative of the Office of the Comptroller Gen- 
eral, and William A. Newman, Associate Director, Division of Audit, 
General Accounting Office. 

(Whereupon, at 12:30 p. m., the committee recessed, to reconvene 
at 2:30 p. m. the same day.) 


AFTERNOON SESSION 


The CHatrMan. The committee will please come to order. Our 
first witness will be Mr. Kane, legislative attorney of the Office of the 
Comptroller General. 

Mr. Hottypay. Mr. Chairman, may I ask a procedural question ? 

The CuarrMan. You may, of course. 
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Mr. Hottypay. I wasn’t here, sir, during all of the testimony this 
morning because I was checking on my own testimony of yesterday 
and, as a matter of fact, for the benefit of my memory, I am going 
to ask if I may have a copy of Mr. Cole’s testimony when it is ready 
this afternoon. 

The Cuarrman. The testimony in a public hearing such as this is 
available to anybody who wants to look at it. 

Mr. Hottypay. If at the end of the day I could have it, I would like 
very much 

The CHatrman. You can’t have it until tomorrow morning when 
it is typed. 

Mr. Hotiypay. Whenever it is available. 

The CHatrMan. This is a public hearing and the testimony is avail- 
able to anybody. 

Mr. Hotxypay. May I ask another question ? 

The CuHatrMan. Certainly. 

Mr. Hottypay. I am very much interested in the order of procedure. 
I understand you have Mr. Greene, and I assume you will have Mr. 
Murphy, whom you said yesterday that you would call, and I would 
like to know when Mr. Murphy will be on. He has charge of all the 
investigators. Then after the testimony has been made, I presume 
you are going to give me an opportunity to clarify anything that has 
not been clarified by the previous witnesses. As a matter of fact, if 
possible, I hope to leave at the end of the week. 

The Cuarrman. If you think you can add anything to the facts and 
be helpful to us we will be delighted to listen to you. 

Mr. Hotiypay. Thank you, sir. If I could leave at the end of the 
week, Thursday morning or Thursday afternoon, I will leave it to you. 

The Cuarrman. Fine. If you have any information that you think 
will be valuable, you speak to me. 

Mr. Hotiypay. I am speaking to you right now and I would like 
Thursday or anytime that suits you. 

The Crarman. You want to testify again? 

Mr. Houttypay. Yes, sir; very definitely. 

The CuarrMan. Very well, we will speak to you when the hearings 
are over today, and see when we can schedule you. 

Mr. Houtypay. Thank you. 

The Cuatrman. Thank you, sir. 

Now, Mr. Kane, you are the legislative attorney of the Office of 
the Comptroller General ? 

Mr. Kane. That is right. 

The Cuarmman. And you want to read a short statement. I think 
we had better swear you in. 

Mr. Kane. I have with me Mr. William Newman, Associate Direc- 
tor of Audits. 

The CuatrmMan. Do you both solemnly swear to tell the truth, the 
whole truth and nothing but the truth, so help you God? 

Mr. Newman. I do. 

Mr. Kane. I do. 








1422 HOUSING ACT OF 10954 


TESTIMONY OF OWEN A. KANE, LEGISLATIVE ATTORNEY, OFFICE 
OF THE COMPTROLLER GENERAL, AND WILLIAM A. NEWMAN, 
ASSOCIATE DIRECTOR, DIVISION OF AUDITS, GENERAL AC- 
COUNTING OFFICE 


Mr. Kane. Mr. Chairman and members of the committee, we are 
pleased to be here today, and the Comptroller General directed me to 
advise your committee that the General Accounting Office stands 
ready to furnish whatever information and assistance it can to the 
Congress in its study and examination of the administration of the 
Federal housing program. 

You may seca that the Comptroller General took quick action on 
an FHA matter in 1949, concerning gifts, ranging from television 
sets, cases of liquor, watches, to hosiery, which most of the Washing- 
ton district field officials and employees received from firms doins 
business with the FHA. That was in 1949. 

The General Accounting Office has audited the financial transactions 
of the FHA under the provisions of the Government Corporations 
Control Act, beginnig with that year. Prior to that time, disburse- 
ments of FHA were examined as a part of the centralized voucher 
audit by the General Accounting Office, which, of course, did not entail 
examination of the books and records and operations of that agency. 

Prior to that time—as you know the housing legislation gives very 
broad authority to the Administrator and he is peeeneneed to make 
expenditures without regard to any provisions of law governing the 
expenditure of public funds. 

Consequently, the chances of detecting irregularities of the type 
now concerned in this committee under the voucher audit are prac- 
tically nil and that is why the Comptroller General endorsed auditing 
of the agency under the Government Corporations Control Act. 

The first audit report of FHA, under the Government Corporations 
Control Act, was transmitted to the Congress on June 21, 1950. Under 
that act, the GAO is required to make a commercial-type audit of the 
finacial transactions of the FHA and to make whatever recommenda- 
tions in the report to the Congress that the Comptroller General 
deems desirable. 

The scope of the audit, of course, is limited to the books, records, and 
operations of the agency and does not extend to the fiscal processes 
and activities of the insured financial institutions, as mortgagees, and 
the builder as mortgagors. Congress vested broad powers in the FHA 
Administrator providing a tremendous housing program to the Amer- 
ican private enterprise system by the mortgage insurance approach 
rather than by direct appropriation of taxpayers’ funds. Yet, while 
no appropriated funds are used in the program, the Government has 
a multibillion dollar stake in it as a guarantor. It could hold the 
bag for billions if another depression catastrophe hit us. 

In view of this critically important stewardship of the FHA, we 
purposely concentrated in making our audit, on the effectiveness of 
FHA accounting and internal control and the general tightness of 
administration. The first audit report that we made under the Gov- 
ernment Corporations Control Act is replete with definite suggestions 
in this regard. I will mention a few. 

Senator Bricker. What was the date of that report? 
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Mr. Kane. The report was sent to Congress on June 22, 1950. One 
of the suggestions was to strengthen accounting policies and pro- 
cedures, including reporting of premium income, on the basis of pre- 
miums earned, rather than on the basis of premiums collected. A very 
important recommendation which was adopted by FHA was that 
about $35 million in past administrative expenses borne by the Gov- 
ernment be recovered by charging them against the mutual group 
earnings. Although this matter had been studied by FHA officials, 
we feel it was our efforts that inspired them into taking action. We 
stated that lending and collection practice in connection with title I 
defaulted notes was one of the most important problems confronting 
FHA and pointed out the need for strengthening this operation. 

In addition to making that statement in the report, we wrote a letter 
to the Commissioner ated June 30, 1950. We pointed out other 
specific areas of administrative deficiencies, especially weaknesses in 
the underwriting and appraisal operations and its personnel. 

The letter specifically mentioned. that— 
insurance commitments are based on values established by FHA underwriting 
representatives. 

In many instances, these appraisals exceeded the estimates sub- 
mitted by the builders or the contractors. 

If the chairman would like, I have a copy of the letter. 

The Cuatrman. Will you send it up to the Chair, please. 

Now this is a letter that you sent to the FHA Commissioner ? 

Mr. Kane. Yes. 

The Cratrman. This is on June 30, 1950. It was addressed to Mr. 
Franklin D. Richards who was the Commissioner at that time, and 
you start out by saying: 

As part of our audit of FHA for fiscal year 1949, we visited the insuring 
offices in Newark, Philadelphia, Birmingham, and District of Columbia. Our 
purpose was to determine the degree of compliance with prescribed procedures 
for underwriting, handling of cash receipts and supplies, preparation of vouch- 
ers and general office routine; to observe the title I collection methods in opera- 
tion and to ascertain the progress made by the offices in correcting deficiencies 
previously reported by FHA auditors. We enclose for your preliminary con- 
sideration a summary of our observations. We should like to discuss the points 
raised in greater detail at a time convenient to you or to your staff. If we 
may then have your comments and be informed of the corrective action taken, 
our 1950 audit will be greatly facilitated. 

Then, we have nearly four pages of observations and weaknesses. 

You don’t remember whether you sent a copy of this to this com- 
mittee or not, do you? 

Mr. Newman. We didn’t, sir. 

The Cuarrman. You know this inquiry or study or investigation, 
whatever you care to call it, brings forcefully to my attention what 
I think is a weakness of the Government, namely, that under the Reor- 
ganization Act each committee of Congress is responsible for the 
proper administration of the laws and departments of Government 
over which they have jurisdiction. For example, this committee has 
complete jurisdiction over housing, and yet we do not seem to re- 
ceive—and I suspect that is true of all other standing committees—we 
do not seem to receive—I shall not say cooperation, but all possible 
cooperation on the part of administrative bodies of our Government. 

Everybody in Washington seems to have known about the defi- 
ciencies in the Housing Act except the committee that handles it. Here 
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is an instance, you see—I am not criticizing you folks, or vee, ter 
of you, or anyone else, in calling attention to this matter, but here is a 
case where, when this went to the FHA, if likewise a copy had come to 
our committee it would have been invaluable. We find that the In- 
ternal Revenue Administrator for a year, now, has been making what 
he terms a great study of this whole problem. He has been turnin 
over records and certain information to the Committee on Nonessentia 
Expenditures. Yet that committee turned over nothing to this com- 
mittee, and the Internal Revenue has failed to say that first word to 
this committee. 

So, maybe, if nothing else comes out of this investigation—and I 
hope more will come out of it—we can set up a system whereby com- 
mittees which do have the responsibility under the Reorganization 
Act—whether they like it or not, they have that responsibility—will be 
in a position to keep informed by the administrative departments who 
deal in these things. 

This is no criticism of you at all. 

Mr. Kane. Mr. Chairman, I think that is a very good observation. 

The CuatrmMan. Have ycu noticed that as a weakness yourself in the 
General Accounting Office ? 

Mr. Kane. Mr. Warren has taken very definite steps with respect 
to that, Mr. Chairman. I cannot state definitely whether the 1949 and 
1950 reports were sent to this committee, but it is the policy of the 
Comptroller General, notwithstanding that under the Legislative Re- 
organization Act of 1946 reports of the Comptroller General are sent 
to the Government Operations Committee, we, as a policy, send a copy 
of each audit report that we send to Congress, to the legislative com- 
mittees, and that has been our practice. 

The Cuarman. I think it has been a general failure on the part of 
everybody, and I think we may well be criticized ourselves—meaning 
the Senate or the Congress—in not setting up a system whereby we get 
them. I am just sort of complaining about the general procedure now, 
of this whole business. It doesn’t make sense to me that one depart- 
ment of the Government doesn’t know what the other department is 
doing. 

For example, this matter of the Internal Revenue Service for 
over a period of a year furnishing one committee with information 
vital to this whole problem, and we who have the responsibility for 
housing and have just held hearings that ran for weeks and weeks on 
the subject, which was in the newspapers every day, and yet the In- 
ternal Revenue Service failed to inform us of anything whatsoever of 
what was going on in their department. 

In fact, we had to get a directive from the President of the United 
States to get what ielorniation we did get. Yet they voluntarily have 
been giving information to another committee over a period of a year. 

Senator Bennett. May I ask a question ? 

The Cuarrman. Senator Bennett. 

Senator Bennett. The chairman was undoubtedly on the committee 
when this report was made that there were gifts to the FHA. Was 
that situation, the reception of gifts by officers 

The Carman. What was the question ? 

Senator Bennerr. The witness has testified—in what year, 1949? 

Mr. Kane. 1949, Senator. 
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Senator Bennett. In 1949 they discovered certain gifts which were 
made to people in the FHA. Was that information given to the 
committee. 

The CuatrMan. I was a member of the committee though I was not 
chairman and I do not remember it. 

Mr. Kane. That was not in the audit report for the fiscal year 1950, 
for which it was reported, and for this reason, that it was a shatter of 
common knowledge at that time—it hit the newspapers, and when 
the Comptroller General brought the matter to the attention of the 
Commissioner, prompt action was taken by the Commissioner to have 
the gifts returned, and a strong policy was established to prevent 
repetition. 

Senator Bricker. Did you confer with the representatives of this 
committee in 1947 and again in 1949 when we were attempting to 
write a section to prevent the overmortgaging of properties under 
section 608 ? 

Mr. Kane. I have not checked that, Senator. I have only been in 
this position for about 5 years, which would take it back to 1949. I 

cannot say positively whether or not we were asked for a report by 
the committee for our views on the legislation. 

Senator Bricker. In 1947 we asked the representatives of this com- 
mittee to confer with the various departments of the Government in an 
attempt to close the gap which made possible the discrepancies that 
are now apparent. There was a great deal of opposition to it, at the 
time, not only upon the part of the industry, but upon the part of 
FHA. Again in 1949 it was called to our attention. Of course, then 
the next bill permitted the section to lapse, but we have been alert, at 
all times, to this possibility, and even to the actual—it isn’t a violation 
of the law, but the actual overvaluation of property, so that there 
might bea profit made out of the mortgage itself. 

Mr. Kane. I do not recall seeing anything in our files by way of a 
report to this committee at that time. It is logical that we wouldn’t 
make a voluntary report because we were not under the same type of 
audit as now. 

The CuHarrMan. Mr. Kane and Mr. Newman, you and people in your 
department have been very cooperative regarding matters we have 
made inquiry of you for. But my criticism at the moment is of the 
fact that there ought to be some sort of system where these things 
work automatically. We ought not to be put in the position to have 
to ask the Internal Revenue Service and the General Accounting Office 
and other departments to furnish us with information. They ought 
to voluntarily have a system that automatically refers it to the 
respective committees who have jurisdiction and have responsibility. 

For example, the Internal Revenue Service says they have been 
working for a year on this matter. They did deliver us the other day 
1,149 cases that are going to be very, very valuable to this committee. 
But my point is, why didn’t they do it 6 months ago; why didn’t they 
do it 90 days ago when we were considering this bill? Why did they 
keep it under a bushel? Why did they give it to one committee and 
not give it to another? Particularly not give it to the committee that 
has jurisdiction, that can do something about it ? 

Mr. Kane. I think it is an excellent suggestion, sir. 

The Cuarrman. We are going to find out in this instance why it 
was not given to this committee. We are going to get right into it 
44750—54—pt. 3 ——9 
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because to me, I am afraid it shows a weakness in cooperation between 
the legislative and the administrative branches of Government. We 
cannot legislate intelligently up here unless we have the facts. No 
one knows that any better than you people do, because you deal in 
facts, over in your Department. 

Mr. Kane. That is one of the wonderful things that has happened 
in the last few years under Mr. Warren, is his understanding and 
desire to help Congress and its committees, and we are greatly appre- 
ciative of the interest and the action taken by the committees on our 
report. It is most disheartening to have a report sent somewhere 
and have it not acted upon, as an example. As I said, the policy of 
Mr. Warren and his requirement is that each legislative committee be 
furnished a copy of the report that we send at the same time we send 
it to the Congress. 

The Cuarmman. I am not criticizing any particular department. I 
think we are just going to have to learn to work a little closer together. 

I think these recommendations that you made back in June 30, 1950, 
we are going to place into the record. Have you an extra copy of 
this? 

Mr. Kane. I have several copies here, Senator. 

The Cuareman. Let’s have one for each member of the committee, 
will you please / 

We will stand in recess until we can go to the floor and vote. 

We ought to be back in about 10 minutes. If you gentlemen will 
stand by we will appreciate it very much and we will be back in 
about 10 minutes’ time. 

(A short recess was taken.) 

The Cuarrman. Without objection, we will place in this record 
the General Accounting Office letter of June 30, 1950, to Mr. Richards, 
together with the enclosure, and the summary of observations in five 
insuring offices. 

(The document referred to follows :) 

GENERAL ACCOUNTING OFFICE, 
Corporation AUpITs DIVISION, 
OFFICE OF THE DIRECTOR, 
Washington, June 30, 1950. 
Mr. FRANKLIN D. RICHARDS, 


Commissioner, Federal Housing Administration, 
Washington, D. C. 

Dear Mr. RrcHarps: As a part of our audit of FHA for the fiscal year 1949 we 
visited the insuring offices in New York, Newark, Philadelphia, Birmingham, and 
the District of Columbia. Our purpose was to determine the degree of com- 
pliance with prescribed procedures for underwriting, handling of cash receipts 
and supplies, preparation of vouchers, and general office routines; to observe the 
title I collection methods in operation; and to ascertain the progress made by 
the offices in correcting deficiencies previously reported by FHA auditors. 

We enclose for your preliminary consideration a summary of our observations. 
We should like to discuss the points raised in greater detail at a time convenient 
to you or to your staff. If we may then have your comments and be informed 
of the corrective action taken, our 1950 audit will be greatly facilitated. 

Very truly yours, 
STEPHEN B. Ives, Director. 


SUMMARY OF OBSERVATIONS IN FIveE INsSURING OFFICES 


1. TITLE I—FHA FIELD COLLECTION ACTIVITIES 


We noted the following weaknesses : 
(a) At December 31, 1949, there were only 37 title I representatives em- 
ployed in all insuring offices. At that date these representatives were charged 
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with nearly 31,000 cases totaling nearly $9,500,000. In some offices more than 
1,000 cases were assigned to one person. 

(b) There was no definite collection policy, correspondence with debtors was 
sporadic, and individual cases were not given adequate personal followup. 

(c) Title I representatives worked with little or no supervision. 

(d) The ratio of collection costs to collections made seems high. 

We recommend establishment of definite collection policies and either em- 
ployment of an adequate staff of field representatives under more effective su- 
pervision or the use of a collection agency to supplement or to replace the FHA 
field collection staff. 


2. TITLE I—DEPARTMENT OF JUSTICE COLLECTION ACTIVITIES 


Our discussions with the United States Attorney at the insuring office locations 
indicated that: 

(a) The debts when submitted by FHA were too old to permit satisfactory 
collection results. 

(6) A bankruptcy case was submitted too late for filing of creditor's claim. 

(c) In some cases, upon investigation of the facts, it was found that dealers 
oversold the debtor, products were of inferior quality, and adequate repair and 
maintenance service was not available. 

These conditions should be studied in connection with the observations set 
out under the preceding caption, and consideration should be given to ways of 
reducing the number of cases sent to the Department of Justice. 


8. FIELD UNDERWRITING PRACTICE 


We observed that: 

(a) In several instances the education, training, and experience of under- 
writing personnel were less than those prescribed by FHA for the positions held 
by the individuals. 

(6) There was a tendency to neglect the training of personnel in an effort 
to increase the time available for operations. 

(c) Insurance commitments are based on values established by FHA under- 
writing representatives. In many instances these appraisals exceeded the esti- 
mates submitted by builders or contractors. Estimates are prepared by apply- 
ing price variation percentages to material and labor costs computed a number 
of years ago rather than by using current prices. We were told in Birmingham 
that the Federal salary scale is too low to attract qualified architects. The 
chief underwriter in Birmingham was not following prescribed procedures for 
review and approval of cost estimates. In the case of one large housing develop- 
ment the same valuation was placed on all houses of a given type of construction 
regardless of the location of the house. 

(d) Fees charged are not sufficient to cover the cost of processing insurance 
applications. 

(e) The loss probability indicated by the mortgage pattern rating of mort- 
gagors does not seem to be borne out by the losses sustained. 

We recommend that you have your staff make a more detailed study of under- 
writing practices. 


4. HOUSING INVESTMENT INSURANCE—TITLE VII 


No insurance has been written under this program. The State directors whom 
we interviewed told us that this type of insurance has little chance of wide 
acceptance by potential investors. This belief may have created a passive atti- 
tude and so retarded the progress of the program. The following factors were 
cited as detrimental to the plan: . 

(a) State restrictions. 

(b) The recently established policy as to race and creed. 

(c) A tendency on the part of potential investors to purchase insured mort- 
gages rather than real estate. 

We suggest that you determine whether the conclusions expressed by the 
State directors are valid. If they are valid and if the program is needed, we 
believe that you should suggest amendments to make the legislation more 
practicable. If the program is not needed or is impracticable, we believe that 
you should recommend its repeal. 
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5. OFFICE MANAGEMENT SECTION 


Office procedures are prescribed in the field operating manual. During our 
visits we observed a number of deviations from these procedures : 

(a) Inadequate safeguarding of remittances and legal documents during office 
hours. 

(b) Failure to endorse remittances promptly upon receipt. 

(c) Deposits of FHA funds made by employees who are not bonded. 

(d) Failure to maintain proper time and attendance records; (1) There was 
no daily approval by section chiefs; (2) there was no control of itineraries of 
title I representatives, construction examiners, and evaluators, 

(e) Unsatisfactory control over inventory of supplies: (1) Office employees 
were permitted free access to supply roms; (2) some supplies were not stored 
in the supply room; (3) supply clerks’ control records were indifferently main- 
tained. 

(f) Travel and expense vouchers not reviewed for propriety of expenses in- 
curred. 

(g) Equipment (typewriters, cameras, etc.) issued to underwriting personnel 
not adequately receipted for. 

(h) Joint verification of daily deposit by office manager and receiving clerk 
not being performed. 

(i) Failure to maintain the central control system of “status cards” on cases 
flowing through the office. 

(j) Locator card files not maintained for office equipment. 

(k) Files poorly maintained and no chargeout system in effect. 

(1) Title I account cards not in agreement with Washington inventory con- 
trols. 

(m) Title I account cards not properly safeguarded. 

Many of these points had been noted by the Fiscal Audit Section field auditors 
and called to the attention of the management, but they still existed at the time 
of our visits. 

We recommend that decisive action be taken to eliminate these continuing 
violations of prescribed procedures. 


6. GENERAL 


We noted that the State directors devoted very little time to supervisory func- 
tions. The situation in Birmingham was discussed with Mr. Greene who said 
that he was aware of the existing conditions. In the New York office the office 
manager concerned himself with matters of a detailed nature and the adminis- 
trative assistant devoted his time principally to personnel matters. We found 
no evidence of any attempts by the State directors or the unit heads to correlate 
their functions for the elimination of any unnecessary or duplicated activities 
or for the temporary use of personnel in one group to assist in the work of other 
groups. 

The field operating manuals outline the duties and responsibilities of officials 
and operating personnel. There were indications that the manual was not being 
followed, either by the management or by the personnel. These deficiencies have 
been noted by the auditors of the Fiscal Audit Section of the Comptroller’s Divi- 
sion as well as the supervisory representatives of the Field Operations Division 
and have been called to the attention of the management in Washington, but 
there was little evidence of remedial action. 

We suggest that greater emphasis be placed on effective supervision. 


The Cuamman. This indicates that you called to their attention, 
in those days, many of the things we are talking about today. 

Mr. Kane. That is right, Senator. This isa more detailed statement 
of things in the audit report. 

The Cuarrman. It won’t do us much good to talk about it at the 
moment, but we will certainly take a good look at those when we start 
writing up the bill in a couple of earls 

Mr. Kane. In the 1949 audit report, recommendation was made that 
Congress require the FHA to repay the Government’s investment and 
to pay for costs borne on its behalf by other agencies, such as the civil- 
service retirement and compensation benefits, rent, and similar ex- 
penses. As pointed out in our 1951 audit report— 
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Since Mutual Mortgage Insurance Fund earnings are distributed to mortgagors, 
the Government is, in effect, subsidizing these mortgagors to the extent of all 
costs—borne by the Government—that are applicable to operating and financing 
this program. 

This recommendation has been repeated in all of our subsequent 
reports. 

I am glad to state that your committee and the House Committee 
o. Banking and Currency put our recommendation into effect last 
year concerning repayment of the Government’s investment of ap- 
proximately $75 million plus interest in the several insurance funds. 

In the 1951 and 1952 reports we recommended that Congress author- 
ize FHA to settle claims in cash instead of having to pay by issuance 
of debentures to the claimant. The debentures may be called for re- 
demption upon 90 days’ notice, and it has been the policy to redeem in 
the shortest possible period. This circuitous procedure is tantamount 
to a cash settlement and adoption of our recommendation would 
eliminate interest, accounting, and other administrative expenses in- 
volved. The authority to issue debentures should remain for use in 
the event of emergency. 

In the 1951 report we also recommended that FHA’s authority 
to invest its funds in Government securities with Treasury approval 
be discontinued. It was pointed out that FHA engages in extensive 
yperations in United States Government securities for income pur 
poses. This is extraneous to the basic function of FHA. 

I might add while it provided income to the FHA, some of the 
debentures that were sold were tax exempt and since 1941, tax-exempt 
debentures of the Government have not been available, so in this case 
there was possibility that there was a loss of some income tax to the 
Government through this operation. 

In the 1952 report we recommended to the FHA Commissioner cer- 
tain changes in the method of charging fees in order to cover the cost 
of processing applications and also recommended action be taken to 
eliminate certain adjustments on premium refunds involving excessive 
clerical work. 

Now, this is not peanuts; there is involved approximately $2 million 
a year and we think that this recommendation, if given consideration, 
would save that much money. 

The above recommendations and suggestions reflect the substantive 
work done in our audit—but beyond all this is the day-to-day assist- 
ance afforded the FHA by our people on the job in trying to strengthen 
the operations of that agency. 

Now with respect to the so-called mortgaging-out abuses under 
section 608 of the National Housing Act, it appears from the infor- 
mation now available to the public that the FHA, to put it charitably, 
was outguessed in appraising the estimated costs of many projects. 

The Carman. You say, “To put it charitably.” Could you put 
any emphasis on that? 

Mr. Kane. As pointed out in our report, there was lack of a strong 
and adequate appraisal system. 

The Cuatrman. There was no set policy, was there? 

Mr. Kane. There was a policy but obviously it was not strong 
enough. ; 

The Cuarrman. Did each appraisal use a different system and a 
different method? Rather each office? 
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Mr. Kane. Could you answer that? 

Mr. Newman. We found in our observations in 1949, where we hit 
four offices, that the procedures prescribed by the Commissioner were 
not being followed in some cases. 

The Cuamman. In other words, the office in the field was disobeying 
the instructions of the Commissioner here in Washington ? 

Mr. Newman. That is right, sir. Also we found out the Com- 
missioner had laid out certain qualifications for underwriters and 
areas. 

he CuarrMan. Did you ever hear it said that as you checked these 
four offices that it was always the intention of the Commissioner and 
the Government to prea these gentlemen to make a profit on these 
section 608 projects ? 

Mr. Newman. No, sir. 

The Cuarrman. You never heard anything of that sort? 

Mr. Newman. No, sir. 

The Cuatrman. Otherwise they wouldn’t be able to get them built? 
Did you ever hear anything of that sort? 

Mr. Newman. No, sir. 

Mr. Kane. As pointed out in our letter, Mr. Chairman, I used the 
word “charitably” very advisedly because the appraisals of some of 
oe Seer were actually less than the amounts finally set by the FHA 
officials. 

In retrospect, the answer seems crystal clear that some provision 
should have been made as a minimum protection for the Government. 
that the mortgagor should not be permitted to retain from the insu 
mortgage proceeds more than his actual costs, as distinguished from 
allowing insurance as provided in the bill— 

* * * not toexceed 90 percent of the amount which the Commissioner estimates 
will be the necessary current cost of the completed property or project * * *, 
The cases in which windfall profits are involved arose under the section 
608 rental housing program which began in 1942 and was terminated 
for all practical purposes in March 1950. Unfortunately, the windfall 
would not show up in FHA books but in the books of the builders which 
we do not examine. 

The Comptroller General made certain suggestions to this com- 
mittee and to the House Banking and Currency Committee in letters 
of last month with respect to the rechartering of the Federal National 


Mortgage Association provided for in title III of the pending Housing: 


Act of 1954. 

The House Banking and Currency Committee adopted the Comp- 
troller General’s suggestions and they are embodied in the bill passed 
by the House except one recommendation to require that corporation 
to pay costs of aoe retirement and disability benefits and certain 
other expenses. 

We feel that that was a very important recommendation because 
the spirit and the intent of the FNMA is that it paid all of the expenses, 
FNMA is the first Government corporation to my knowledge which 
will actually be required to pay Federal income taxes. 

Now, with respect to our view, on areas in the bill that need careful 
consideration by this committee to tighten the act, to help prevent 
some of the abuses and shenanigans in the past, we don’t have the 
exact answer, but we feel that there are certain points which should 
be looked into very carefully. 
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One is section 224 of the proposed bill which provides what is 
called the open-end mortgage. Without directing anything toward 
the merits of that type of legislation, I would like to call to your at- 
tention the fact that the open-end morgage could be used to finance 
some of the things you have under your title I organization loans, and 
if the mortgage ‘period under the open-end method could be 10 years, 
or 5, 6, 7 

The Cuarrman. Let me ask you this: What is it you can do under 
the open-end that you can’t do under title I? Why can’t you do 
everything under title I that you can do under the open-end mort- 
gage? 

Mr. Kane. I haven’t analyzed that, Mr. Chairman, but there is one 
thing that did hit us when we looked at the bill hurriedly. We real- 
ized that the modernization loans, which could include your barbecue 
pits, could be financed in 10 years, and that might be too long. 

The Cuarrman. Under the open-end mortgage, you could i improve 
your property and make it a part of the mortgage and the Govern- 
ment or the lender would have a mortgage on the property, whereas 
under title I, of course, the Government does not take a mortgage on 
their loans. 

Mr. Kane. That is right, but we think the bill might be strength- 
ened in that regard to make the type of improvements more substan- 
tial than the barbecue pits and other types that have been mentioned 
this morning. 

The other section, 221, which provides for $7,600 homes, has a 
40-year amortization period. Cursory examination has raised in our 
mind the question of whether or not at the end of 20 years that the 
Government will not be forced into issuing debentures with respect 
to this type of construction. Forty years is probably one of the 
longest amortization periods provided in any of the Government 
housing programs. 

The Cuarran. Say that again. 

Mr. Kane. Under section 221, it provides for an amortization 
period for a maximum of 40 years. What occurred to us to raise with 
the committee was that since the maximum on a house would be $7,600, 
the thing that came to our mind is whether or not the quality of the 
house at today’s cost 

The Cuatrman. To last for 40 years, you mean ? 

Mr. Kanr. Yes. We think it isa serious question, because the Gov- 
ernment 20 years from now may havea lot of houses on its hands. 

Section 221 also provides for the operator-builder, in financing new 
units—this is on an estimated cost basis and we may have the same 
trouble with that section. 

The Cuatrman. Is there any reason to believe that you will have 
the same troubles? 

Mr. Kane. We feel it is always best if you can anticipate some- 
thing, it is best to try to close the door before the horse gets out than 
afterward. I am not saying definitely it will happen but there is the 
possibility and consideration might be given to it. 

The CHatmrMan. You are in the accounting business and you are 
with the General Accounting Office. Is there anything particularly 
complicated about the suggestion I made 2 or 3 times here, that 
the FHA go ahead and appraise these buildings and say, “We'll give 
you a mortgage on X amount,” and then when the project is com- 
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pleted, have an understanding as part of the contract, that the amount 
will be adjusted to 90 percent, or 95 percent, whatever the law is, of 
the actual cost? 

Mr. Kane. The Comptroller General would heartily endorse such a 
proposal. 

The Cuarrmman. Is there anything impractical about it from a work- 
ing standpoint ? 

Mr. Kane. I can conceive of none. Mr. Newman, can you? 

Mr. Newman. No. 

Mr. Kane. It will mean more audit work on the part of somebody. 

The Cuarrman. Would you be satisfied with the builder simply 
coming in with an affidavit which he files with the—— 

Mr. Kane. Not unless it was prepared by reputable—we would 
prefer a CPA. 

The Cuarrman. If he came in with a CPA’s statement and he filed 
an affidavit that it was true to the best of his knowledge, just like you 
file an Internal Revenue Service tax return, if you are found cheating 
you are subject to prosecution. 

Mr. Kane. One additional thing that should be considered would be 
that the FHA in order to police that, to be sure that advantage isn’t 
taken, is that FHA be given authority to examine the books of con- 
tractors. Not with the view of examining each one but having the 
authority to make selective tests, and the General Accounting Office, 
of course, in our normal audit process would see whether or not they 
are performing that function satisfactorily. 

We heartily endorse the certificate suggestion. 

The Cuarrman. You are again saying that in your visiting with 
these offices and your contact with this business you never heard any- 
body else say, either in Government or industry, that it was intended 
that they were to make a profit on these section 608’s ? 

Mr. Kane. I have never heard that. 

The Cuarrman. Mr. Newman, you have never heard that? 

Mr. Newman. No. 

The CuatrmMan. We are hearing a lot about it today, Ill say that. 

Mr. Kane. We feel that the certificate approach should be applied 
across the board in all the titles, including title II, insofar as it 
applies to mortgages on proposed construction, as distinguished from 
mortgages on proposed construction, as distinguished from mortgages 
on existing structures. 

There is one other provision of the bill, title VII, which provides for 
a program of planned public works. 

We feel with respect to that, that it should be tightened up, because 
in 1947, under the War Reconversion Act, there was advance planning 
program and we have observed that there were certain abuses under 
that act, and that there have been disputes as to the conditions under 
which the local bodies who received the funds would be required to 
return the advance to the Government. 

We definitely feel that although this could be handled by regula- 
tion, once again it is always best to have stipulations in the act, itself, 
because then it obviates any administrative interpretations of the 
intent of Congress. 

Senator Bricker. Were those abuses that you noticed in the other 
act of that character? Were the abuses you mentioned in the military 
act of the same character ? 
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Mr. Kanr. No, Senator, that wouldn’t be the same thing. These 
were advances to local bodies. 

Senator Bricker. What were the abuses you referred to in the other 
act? 

Mr. Kane. Some of the funds were used for unauthorized purposes. 
‘The money would be advanced to plan, say, a bridge, and by the time 
the plans got finished, the plans were not for a bridge but maybe for 
a park, 

Senator Bricker. Have you noted any of that kind of discrepancy 
in the use of funds under this bill, cmeept those in regard to repairs? 

Mr. Kane. Senator, I am sorry, I don’t quite get your question. 
We are talking about two different programs. 

Senator Bricker. | know we are, but you mentioned the use of 
funds authorized for purposes other than which they were granted, 
in the other bill. 

In this present program of FHA, have you, in your investigation, 
noted the use of funds for purposes other than that which they were 
intended to be used for, except in the repair and rehabilitation pro- 
gram ¢ 

Mr. Kane. No, Senator. 

Mr. Chairman, you indicated to us that you wished certain informa- 
tion with respect to the status of the title I defaulted notes, and the 
number. 

Now, Mr. Newman has that information. 

The Cuatrman. What we wanted, I think, was the total number 
as best you could ascertain, of the loans in default and other statistical 
information that you might have. Mr. Newman, why don’t you give 
it to us, please ? 

Do you want to read it ? 

Mr. Newman. I have before me, Senator Capehart, the informa- 
ti ion you requested. 

The insuring and policing procedures of FHA, under title I 
taal ance funds. 

2. I have a summary of the number and amount of outstanding 
loan balances of private lending institutions insured by FHA under 
section 2, title I, and the number and amount of loans where install- 
inents are delinquent 90 days or more. The most recent report issued 
was that of March 31, 1953. Under loans outstanding, there were 
in number 3,547,845, for a total of $1,394,430,000. The delinquents, 90 
days or more, the number is 49,850. 

The Cuarrman. Of 90 days or over? 

Mr. Newman. Yes. That is 114 percent of the 3 million figure I 
just read. 

The Cuarrman. Three million outstanding loans. 

Mr. Newman. The number of loans. The amount of delinquents 
total $18,162,000. 

The Cuarrman. Those are 90 days old. 

Mr. Newman. Ninety days old, on the records of the lending insti- 
tutions. 

The CHarrman. They are not necessarily turned back to the Gov- 
ernment for collection 4 

Mr. Newman. Not as yet, Mr. Chairman. 

The CuarrmMan. Well, that is as of March 31, 1953. 

Mr. Newman. Yes, sir. 
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The CHatrman. That is a year ago. 

Mr. Newman. That is a year ago. You see the other reports are 
in process for 1954 now. 

The Cuarrman. I wonder if FHA keeps a record so they could tell 
us up to the minute what the number is. 

r. Newman. I believe they could get that information for you as 
of March 1954. 

The Cuatrman. Mr. Frentz, can you tell us at the moment the 
corresponding figures to those # 

Mr. Frenvz. No, sir. In this sense. There is an annual call report 
we ask of all banks each year. The call report has gone out and it is 
now coming back and is being tabulated. 

The Cuarrman. When will that report be available? 

Mr. Frentz. In about a week or a few days. Let’s say by the ist 
of May, I believe. 

The Cuairman, In other words, you are saying that by May 1 you 
can give us the same statistics that Mr. Newman has just given us? 

Mr. Frenvz. I believe so. 

The Cuarrman. As of what date? 

Mr. Frenvrz. The same date, March 31. 

The Crarrman. Within a week or 10 days we will know how many 
loans are 90 days old or older that are delinquent and the total 
number of loans and the outstanding total amount. (See p. 1731.) 

Mr. Frenvz. Yes, sir; I think so. 

The Cuamman. Thank you, sir. 

Senator Bricker. Do you know how many have been turned back 
to the Government within the past year, or turned over to the 
Government ? 

Mr. Frentz. I have a record here. 

The CuamrMan. Suppose you go back and figure that out and we 
will get it in just a moment. Then we will have it exactly right. 

Suppose you proceed then, Mr. Newman. 

Mr. Newman. There is one fact, Senator. In studying this state- 
ment which I will leave with you you will notice that since March 31, 
1949, there has been an increase of over 1 million loans outstanding 
on the books of the lending institution, that the percent of the number 
of loans delinquent has decreased about two-tenths of 1 percent, and 
that the amount of the delinquent loans has decreased six-tenths of 1 

ercent. 
, To say it another way, there was at March 31, 1949, $810 million 
worth of loans outstanding, and $15 million was delinquent as com- 
ared with March 31, 1953, of $1,394 million outstanding, and 
18,162,000 as delinquent. 

In other words, to summarize, it appears that there is a lot more 
business today, but the collection endeavors of FHA are beginning 
to show results. 

The Cuarrman. It looks as though the loss ratio is quite small. 

Mr. Newman. That’s right. Over the past 5 years, Senator, it has 
averaged—in 1949 it was 1.9; in 1950, it was 1.9; 1951, 1.6; 1952, 1.4; 
and 1953, 1.3. 

The Cuarrman. Those are the losses to the Federal Government? 

Mr. Newman. No; these are the delinquents on the books of the 
lending institution. 
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The CuatrMan. What has been the actual loss to the Federal Gov- 
ernment in those same years, do you have that ? 

Mr. Newman. Yes, sir, I have. 

Mr. Frenrz. While he is looking for that, do you want my figures? 

The Cuamman. Yes. 

Mr. Frentz. The claims for the year of 1952, there were 37,470, for 
$14.995.000. 

The CHatrMAN. That was claims turned back to the Federal 
Government ? 

Mr. Frentz. That’s right. 

The Cuatrman. How many? 

Mr. Frentrz. 37.000, and $14,900,000. 

The CHarrman. You turned those over to the Attorney General’s 
office for collection ? 

Mr. Frenvz. Oh, no. 

The Cuarrman. What do you do with them? 

Mr. Frentz. I would like to take a minute, if I may. 

The CuHarrMaANn. You may proceed. 

Mr. Frentz. When these accounts come in to us, we have a collection 
procedure established, the first thing we do is examine the file to en- 
deavor to find out the reason for the default. Then, we take up our 
collective efforts. If it is the case of a man who lost his job, if it is 
sickness or marital troubles, we then know what to do. 

The Cuarrman. Where does your first letter go, from here or the 
field office ? 

Mr. Frentz. My office. 


The CHatrMAN. At the moment, you have 37,000 of those? 
Mr. Frentz. That was last year. We write these folks a letter say- 
ing that— 


We are now the holder of your note. Will you care to make your payments 
to us? We would like to have you make it in full, full payment, or in partial 
payment. 

These come back then and give us a collection plan that they are able 
to meet. Let us say that the lending institution has been endeavor- 
ing to collect $25 a month. We obviously know that we would not 
have the claim if those people could pay $25 a month. Therefore, 
when they come back and say that “We can only pay you $10 or $15 
a month,” we will work with those people and accept that payment. 
Then, as they pay, every so often we will write them a letter endeavor- 
ing to raise those payments so they can be debt-free. Our job is to 
get them out of debt. 

The CHarman. At what point do you turn them over to the 
Attorney General ? 

Mr. Frentz. In the event we cannot do that, our next step is to send 
that account out to our field offices and that is where our field offices 
come into play. We have, at the present time, at the suggestion of 
the General Accounting Office a couple of years ago that they increase 
our field staff. We did increase our field staff. If I recall, it was 1950 
when we changed them from 25 to 70. If he cannot collect by corre- 
spondence, which, of course, is the cheapest way 

The Cuatrman. Then you send them to the field office and have 
someone go to see them personally ? 

Mr. Frentz. Yes. 





1436 HOUSING ACT OF 1954 


The Cuarrman. Then, what do you do? 

Mr. Frentz. Then it comes back to Washington. It has gone 
pretty well through our various procedures. We have determined 
whether or not that borrower has the capacity to pay but simply 
won't. Let’s say he is a “deadbeat” to use the term of the street. We 
then refer it to the Department of Justice to take legal action. 

The Cramman. In the final analysis the Federal Government be- 
comes the collecting agency on all these accounts? 

Mr. Frentz. That’s right. 

The Cuatmman. So, the banks really, they have no responsibility 
at all to collect them / 

Mr. Frentz. Let me say this, sir. On the loans that the banks have 
made, they have done a tremendous job of collecting. Otherwise, we 
would have more than this 1 percent claim. If they were bad lenders 
and collectors, they would have 5 or 10 percent claims. But, overall, 
the banks have done a wonderful job of collecting. 

The Cuarman. Thank you. 

You may proceed, Mr. Newman. 

Mr. Newman. Mr. Chairman, just to give you an indication of 
what really has happened in the fast 5 years, on the claims paid by 
the Federal Government—and please keep in mind that this program 
is expanding, as indicated in my previous statement, about the out- 
standing balances alone having increased. In 1949, the claims totaled 
$17 million. In 1950, they totaled $19 million. 

The Cuairman. Those are the losses ¢ 

Mr. Newman. These are the claims paid by the Federal Government. 

The Cuarrman. Paid to the banks? 

Mr. Newman. Paid to the banks, that’s right. They are not losses 
at that point. 

The Cuarmrman. So the Attorney General may be able to collect 
them / 

Mr. Newman. And FHA has collected about 50 percent of those 
on the average. 

In 1951—— 

Senator Bricker. Those are paid by debentures, are they not? 

Mr. Newman. No; these are cash on the barrelhead. 

The CuarrmMan. You possibly can’t answer this, but at what point 
can a bank turn back the bad account? Mr. Frentz, at what point 
can they turn back this bad account ? 

Mr. Frentz. We require that the banks employ a very aggressive 
collection effort, and I believe the claims show that. Now, we allow 
the bank 6 months to follow this collection. We also have provisions 
in our regulations that if at the end of 6 months they still feel that 
customers can pay if they work harder on it, a proviso whereby they 
can request an extension from us 

The Cuarrman. Is there any contractual relation between you and 
the bank requiring them to put forth any effort whatsoever to collect ? 

Mr. Frentz. Yes. 

The Cuamman. What is it? 

Mr. Frenvz. It is in the regulations, sir. 

The Cuarrman. Here is a good point for us to put right in the 
record, here, now, exactly what you require the bank to do before they 
can return the account back to you for payment. Without objection 
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we will place that in the record at this point. You get it if you will, 
please, and give it to the reporter. 
(The information requested follows :) 


COLLECTION Errorts REQUIRED OF INSURED FINANCIAL INSTITUTION PRIOR TO 
Fiting CLAm For Loss UNper Tire I Contract or INSURANCE 


I. Present requirements for filing claims under title I 

The rights of a financial institution holding a contract of insurance with the 
Federal Housing Commissioner under title I of the National Housing Act are 
governed by the terms of such contract of insurance, The terms of its contract of 
insurance consist of applicable provisions of the National Housing Act and the 
title I regulations which are specifically made a part of the contract. The ap 
plicable sections of the regulations are as follows: 


“REGULATION XI 


“2 Claim after default—Claim may be made after default provided demand 
has been made upon the debtor for the full unpaid balance of the note.” 


“REGULATION VI 


“7, Collections.—The insured is required to service loans in accordance with 
acceptable practices of prudent lending institutions. In the event of default, 
the insured should have adequate facilities for contacting the borrower and 
otherwise exercise diligence in collecting the amount due. The insured is re- 
sponsible to the Commissioner for proper collection efforts even though actual 
collection may be performed by an agent.” 

It should be noted that regulation VI, section 7, sets a general standard. The 
specific requirements are that the loan he in default and that a demand has been 
made on the debtor for the full unpaid balance. 

Attention should also be called to regulation IIT, section 1, which requires that 
the note represent a valid and enforcible obligation. If there is doubt on -this 
point an insured is required to furnish additional evidence of enforcibility 
and in some cases is required to obtain a judgment against the borrower. 

II, Authority under the National Housing Act to make further requirements 

Section 2 (a) of the National Housing Act (12 U. S. C. 1708 (a)) authorizes 
the Commissioner to grant insurance to financial institutions “upon such terms 
and conditions as he may prescribe.”’ Under this authority the Commissioner is 
undoubtedly empowered to prescribe such additional requirements as to collec- 
tion efforts prior to filing claim as he may consider necessary or proper. 


III. Practice and procedure with reference to collection efforts by insured 
financial institutions prior to filing claims for loss 

It has always been the policy of the Federal Housing Administration to en- 
courage financial institutions to pursue collection efforts aggressively. General 
instructions to insured institutions on collection practices are set out on page 
13 of the explanatory material in the booklet of regulations, FH-20, issued 
December 31, 19538. Copy of such instructions is attached. 

The Title I Division has a section whose principal responsibility is to contact 
insured financial institutions, to review their operations, and to point out to such 
financial institutions any deficiencies in their collection practices and policies. 
This section has five financial representatives who travel throughout the country 
making visits to insured financial institutions, particularly those whose records 
indicate that their collection practices are not adequate, and surveying their 
operations. In making title I surveys the collection program is one of the prin- 
cipal phases to which the financial representative gives attention. 

It is the practice to ascertain the number and dollar amount of loans de- 
linquent, strike a delinquency ratio, and compare the delinquency with prevailing 
averages. It is also the practice to determine the average amount due on de- 
linquent accounts, and whether that average is consistent with the average 
amount of other accounts held by the bank. The date of latest payment on 
delinquent accounts is noted, and it is ascertained to what extent the accounts 
are active or whether they represent potential claims, and determination is also 
made as to whether refinancing appears to be in order. 
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The whole loan file is reviewed from the collection angle and all the data 
therein is analyzed, determining whether the collection effort is adequate or 
inadequate. It is required by FHA that each lender have a definite satisfactory 
collection policy. The financial representative first reviews the policy and then 
determines whether or not the policy is being carried out. The following factors 
= taken into consideration as representing a satisfactory collection policy and 
effort. 

1. An aggressive collection effort during early stage of default. 

2. The utilization of the services of an outside adjuster. 

38. The practice by the bank of requesting FHA for additional time in 
which to file claims where appropriate in order to permit the bank to 
continue collection efforts. 

4. The use of refinancing privileges provided by the regulations, when 
warranted. 

5. The use of legal action, as indicated. 

6. Special handling of first payment defaults in order to get the account 
on a regular paying basis. 

If any of the element named above are lacking the lender is counseled or 
directed as to their utilization, when warranted. 

In the final conference by the financial representative with the president and 
other high level officials of the financial institution the collection phase always 
is reviewed and discussed fully with the view to improvement of the operation if 
yossible. 


Excerpt FroM PAGE 13 oF EXPLANATORY MATERIAL—INSTRUCTIONS ON COLLECTIONS 
“COLLECTIONS 


“An insured lending institution is expected to pursue an aggressive policy in the 
collection of title I loans. In carrying out such a policy it is suggested that use 
be made of form notices, dictated letters, telegrams, telephone calls, and personal 
contacts. A system of form notices should be established which calls for auto- 
matic followup, such as, the 5th, 10th, and 15th days after default occurs. If 
these notices do not produce results, the account should receive special handling. 
The use of the telephone is strongly recommended for inside collection and if 
results are not obtained the borrower should be personally contacted by an out- 
side collector. Every effort should be made to discover the reason for default 
and to effect reinstatement of the account. It is of the utmost importance to 
keep in close contact with the borrower when his note has become delinquent. 
Constant followup is essential to a successful collection program. 

“In the case of recalcitrant borrowers who have the ability to pay, and the 
facts of the transaction warrant, the lending institution should consider the 
advisability of instituting legal action. Ample provision has been made in the 
regulations to reimburse the lending institution for the expense which will be 
incurred in legal proceedings. 

“In furtherance of a collection program, lending institutions are urged to 
consider refinancing delinquent loans, within the limits prescribed by the regu- 
lations, over a longer term with smaller monthly payments where borrowers 
due to illness, unemployment, or other legitimate reasons are unable to meet 
the schedule of payments called for by their note. If refinancing is not practi- 
cable, lending institutions may request an extension of the 6 months allowable 
claim period for the purpose of carrying the account delinquent for a longer 
time, in order to work out a satisfactory plan of liquidation. 

“It is not necessary for a lending institution to report paid in full class 1 and 
2 loans to the Federal Housing Administration.” 


Senator Maypank. Who checks the bank? 

Mr. Frentz. We have a small staff of what we term financial repre- 
sentatives. 

Senator Maypanx. Senator Capehart and myself discussed this 
thing on Saturday. Can they do it? 

Mr. Frentz. To the best of their physical ability. 

Senator Maypanx. Would you believe that most of them were 
checked ¢ 

Mr. Frentz. We have attached to my office 5 financial representa- 
tives to service 5,000 lenders and 4,000 branches. 
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The Cuarrman. Is there any connection between these bad accounts 
and alleged misrepresentation on the part of the salesman or the 
dealer who sold the bill of goods? Has anybody ever analyzed it 
from that standpoint? I mean are these bad accounts 

Mr. Frenrz. I do not follow you, sir. 

The Cuatrman. Let me start all over again. Is there any relation- 
ship between the bad accounts and misrepresentation on the part of 
the dealer who sold the homeowner the goods ¢ 

Mr. Frenvz. Yes. 

A number—I don’t know how many, but some of these accounts 
that we have paid as claims, are the result of this overselling. 

The CuarrMan. You don’t know what percentage? 

Mr. Frentz. No; it is very small. 

The CHatrman. Is there any way to find out? You haven’t kept 
any aoe record ¢ 

*. Frentz. It is a very small percent because I come back to the 
day sr our men go : around and call on these people, they find that in 
most of the cases it is marital troubles, sickness, death, and the usual 
failings of the human being. 

Senator Maypank. Will the Senator yield further: As I under- 
stand the General Accounting Office, you have no laws giving you 
authority to do anything except to check these things, and that is all. 

Mr. Frentz. That’s right. 

Senator Maypanx. And, you have 5 people to check 9,000 accounts. 
I have always appreciated what the General Accounting Office has 
done. How can you do it? 

The Cuamman. Weren’t you authorized originally, and still au- 
thorized, to use 35 percent of your income for co liections? 

Mr. Kane. Mr. Chairman, for the record, the gentleman who is 
speaking now is not an officer or employee of the General Accounting 
Office. He is a representative of FHA. 

The Cuarrman. Yes; I understand that. We know that. But, my 
point is, weren’t you authorized to spend 35 percent of your income ? 

Mr. Frentz. You are asking me a question that is not in my province. 
Perhaps Mr. Kane could clear that up. 

The Cuarrman. Is there anyone present who can answer that state- 
ment and say that that statement I just made is, or is not, true? Mr. 
Greene, can you answer that? Is that correct? 

Mr. Greene. I’m sorry, but I did not hear the question. 

The CHarrMan. Weren’t you authorized to spend 35 percent of your 
income premiums on title I, or was that knocked out of the appro- 
priations ? 

Mr. Greene. Senator, we were authorized—as Senator Maybank 
will remember as chairman of the committee at that time—in 1949, a 
flexibility provision in our appropriation. 

Senator Maysank. Senator Maybank voted not to knock it out, but 
it was knocked out in the appropriations bill. But, I did not vote that 
way. 

Mr. Greene. We had the flexibility, but it was only provided for the 
nonadministrative expenses. It has never been devoted for the ad- 
ministrative expenses. 

Senator Maypanx. Most of your legislation on those authorities was 
knocked out at the same time. 
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Mr. Greene. It served us for a year and a half, as I recall, from 
1949 to 1950. The Appropriations Committee then put a limit. 

Senator Maypank. The Subcommittee of Appropriations for In- 
dependent Offices. 

Mr. Greene. The Appropriations Committee put in a limit, and we 
have had the limit ever since; so flexibility has not been available to 
us. 

Senator Mayrnank. I heard that this morning, and I didn’t want to 
interfere at the time, but it was knocked out in the Senate Appro- 
priations Committee. No: I beg your pardon. It was in the House 
committee, and it came to the Senate, and we could not get it re- 
stored. 

Senator Leaman. Mr. Chairman, may I say one thing: Just for 
the sake of the record, I want to make my understanding clear that 
the figures you have read of the amounts paid by the Federal Gov- 
ernment to the lending institutions for the years 1949, 1950, 1951 and 
1952—I think you still have the year 1953—do not represent losses to 
the Federal Government, but those are merely the amounts that the 
Federal Government paid to the lending institutions, but the premiums 
that the Federal Government got for this work has more than counter- 
balanced the amount that was paid to the lending insitutions, is that 
correct ? 

Mr. Newman. At this point it is, sir. 

Senator Leuman. I want to emphasize that because I think it is 
very important that people realize this, that whatever the losses or 
the disadvantages that may have been practiced on the homeowners, 
under title I, or under section 608—and I think they made those hard- 
ships, or losses, perhaps very substantial—there has been no loss so 
far as I can see, to the Government of the United States in this 
program. 

1 think it is awfully important that that point be kept clearly in 
mind in the consideration of this whole subject. 

Senator Maysanx. Mr. Chairman, may I add something ? 

The Cuarrman. Senator Maybank. 

Senator Maypanx. I thoroughly agree with the distinguished Sena- 
tor from New York, but the trouble about it is, the people who rent 
the houses, or the consumers, Senator, are paying for it. The banks 
can’t lose much, the Government can’t lose, as of yet, with this 9.8- 
percent interest I think it amounts to. 

Mr. Newman. It is 9.7 percent. 

The CuarrmMan. Well, it has been a very fine operation for the 
dealers, the banks, and so far the premium that the Federal Govern- 
ment has charged has been sufficient to take care of the losses. 

Mr. Newman. I can give you more figures to indicate just what you 
have said. 

The Cuarrman. You may proceed. 

Senator Maysank. But, Mr. Chairman, the Federal Government 
has not put the money up. The people put the money up. The 
Federal Government only put up insurance. The people put up the 
money in renting these apartments. The people put the money up 
by taking these consumer goods. When I say “consumer,” I mean 
repairs and purchases to improve property. The people put up the 
money. Am I wrong? 
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Mr. Newman. Well, the people who have the insurance pay it, 
naturally, on the loan, and the premium is in there. The lending 
institutions pay the FHA. 

Senator Maypank. The Government has lost nothing, it is only the 
people paying 9.7 interest. 

Mr. Newman. If they lose it; yes. 

The Cuarrman. It has been alleged that a lot of property owners 
have been taken advantage of, fleeced, and so forth—I shall not use 
all the adjectives. That seems to be the problem confronting this 
committee, in consideration of this proposed bill. How could we 
tighten the law, how can we tighten the administrative procedure to 
make certain that the public or the property owner, or the borrower— 
that misunderstandings are kept down to a minimum? ‘That is what 
we are trying to do. There is no question but what up to this time 
this program has been financially successful for everybody concerned, 
unless it be the property owner, and that we have no information on. 
It is alleged that they have been fleeced out of millions and millions of 
dollars. I don’t know whether it is true, or not. That has been 
alleged. That is our problem and that is our interest. How can we 
avoid, and eliminate, reduce to a minimum, the property owner—let’s 
put it bluntly and frankly—being taken advantage of by salesmen and 
dealers and bankers and others. That is our problem and we are 
trying to find out how we can do it. Can it be done by changing the 
law, can it be done by better administrative procedures, or is it going 
to take a combination of both? 

Mr. Newman. Mr. Chairman, [ believe it will take a combination 
of both. I think FHA, since we first started our audit back in 1949, 
has made marked strides in improving its collection, and also in its 
lending, and they have been able to put into effect, as we have heard 
from Mr. Hollyday, certain regulations which have merit. As a 
matter of fact, Mr. Chairman, I think those regulations, if they are put 
into effect, certain ones of them, deserve consider: ation by the com- 
mittee. It may be that you may want to put them into law. 

The Cuarman. It may be you will want to make them law. 

Mr. Newman. And then they will be permanent. 

Senator Maysankx. And then another administrator couldn't 
change the rules. It would be the law. 

Senator Busu. How many lending institutions have had a loss of 
more than 10 percent in connection with this title I program ? 

Mr. Newman. I cannot answer that question. 

The CuarrmMan. Can you answer that, Mr. Frentz ? 

Mr. Frentz. I guess the answer is none. I can’t conceive of any. 

Sir, there have been some. I cannot give you offhand the exact 
number going back into time. Where we . do have diffic ulty is where 
a lender in a country bank, for example, will make a few loans, will 
have 1 loss, and that will take his 10-percent reserve. We have a list, 
for example, of lenders who since 1950—we started our new reserve 
operations—there are 70 on that list who have a minimum ratio of 
over 2 percent—70 banks out of 5,000 who have a claim ratio of over 
2 percent. I do not believe that any are over 4 or 5 percent. 

Senator Busu. Could you tell me what the gross income from insur 
ance premiums on title I insurance was in the last fiscal year? I 
don’t know whether you operate on a calendar, or the Government 
fiscal year. 

44750—54—pt. 3 10 
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Mr. Newman. It is on a fiscal year, June 30. 

Senator Busu. What would be the figure for insurance premiums 
earned ? 

Mr. Newman. Of $16,640,566. 

Senator Busu. $16 million. 

Mr. Newman. Almost $17 million. 

Senator Busu. That is the gross take, the total income that the 
Government has under title I? 

Mr. Newman. That’s right. 

Senator Busu. What were the expenses ? 

Mr. Newman. The expenses as reported by the company totaled 
$9,485,000, leaving a net income before reserves, of $7.8 million, or 
practically $8 million. 

Senator Maysank. Mr. Chairman, did you have those things put 
into the record ? 

The Crarrmay. I think all the records that Mr. Newman has will 

o in. 
‘ Mr. Newman. These documents will be left with you, Mr. Chair- 
man. 

The Cuarrmman. Without objection, all the statistics, facts, and in- 
formation that Mr. Newman and Mr. Kane have, will be made a part 
of the record. 

(The documents referred to follow :) 


FEDERAL HOUSING ADMINISTRATION 
T1TLE I—INSURANCE FuND—INSURING AND POLICING PROCEDURES—JUNE 30, 1953 


Under title I, section 2, of the National Housing Act, as amended, the Com- 
missioner is authorized and empowered to insure banks, trust companies, personal 
finance companies, mortgage companies, building and loan associations, install- 
ment lending companies, and other such financial institutions, which he finds 
to be qualified and approves as eligible for credit insurance, against losses which 
they may sustain as a result of eligible property improvement loans. Applica- 
tion for contract of insurance (form FH 21) is completed by the lending institu- 
tion and presented to FHA, Office of the Assistant Commissioner, title I, who 
acts upon the approval. 

For each insured institution, the Modernization Control Section of the Comp- 
troller’s Division establishes a reserve equal to 10 percent of the aggregate 
amount advanced by it on eligible loans. This is the maximum liability of FHA 
permitted under the act. Any claim paid to the insured is deducted from the 
reserve, On January 1 and July 1 next following 30 months after the issuance 
of a contract of insurance, the amount of insurance reserve to the credit of the 
insured is adjusted by carrying forward into the next semiannual period four- 
fifths of the unused reserve outstanding on each such date. Adjustment of the 
reserve thereafter is made in like manner at the beginning of each subsequent 
semiannual period as long as the contract remains in force. The adjustment has 
been determined to be equitable based upon analyses made by FHA which dis- 
closed that the average life of loans under this section approximates 30 months. 

Pach individual loan must be reported on a “loan report” to the Commissioner 
within 31 days following the date of the note or date of note purchase and is 
accepted by him for insurance relying upon the certification of the institution 
that the loan was made in accordance with the provisions of all applicable regu- 
lations. The regulations provide for an insurance-premium charge of three- 
fourths of 1 percent per annum of the net proceeds of the insurance loan, except 
that the charge is one-half of 1 percent per annum on loans maturing in excess 
of 7 years. The computation of the insurance charge is made by the Moderniza- 
tion Control Section upon receipt of loan reports, and billing is made to the 
institution at the end of the month for all loan reports received during the month. 
This section also examines the information contained in the loan reports for 
compliance with the regulations. Insured loans must have a minimum life of 6 
months, but the maximum for repairs and alterations of single family homes may 
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be made for periods up to 3 years and 32 days. Insurance may also be granted 
for as long as 7 years and 32 days for the repair or conversion of an existing 
structure used as an apartment house or a dwelling for two or more families, or 
for the construction of new structures for agricultural purposes. When secured 
by a first mortgage or similar lien, the final maturity may not exceed 15 years 
and 32 days from the date of the note. 

FHA collects the premium charge in advance for loans maturing up to 3 years, 
32 days. For loans maturing in excess of this period, the premium is collected in 
installments, the first of which covers a charge for 3 years, and all subsequent 
installments cover a charge for 1 year payable on the first and each succeeding 
anniversary following the date of the note. Billing and collecting insurance 
premiums for renewals are controlled and conducted by the Receipts and Deposits 
Section of the Comptroller’s Division. 

Claim for reimbursement of loss on an eligible note may be made to the 
Commissioner at any time after the note is in default and written demand has 
been made upon the borrower for payment in full of the obligation. Claim 
for loss must be filed within 31 days when any full installment has become in 
default for 6 months, unless an extension of the allowable claim period has been 
granted by the Commissioner. The claim must be filed with all the data, 
records, and correspondence in the hands of the insured, pertaining to the 
claim. Examination for its payment or denial is made by the Modernization 
Control Section, which also prepares and certifies vouchers in payment of the 
claim. 

Recovery activities on title I defaulted accounts are supervised and con- 
trolled by the Office of the Assistant Commissioner, Title I Division. Initial 
collection efforts are made by the Washington office by correspondence with 
the borrower. If such action is not productive, the matter is sent to field 
offices where direct contact is made with the debtor by field collection personnel. 
The Liquidation Section of Title I Division also develops recommendations 
for transfer of the account to the Department of Justice for collection, for 
settlement of accounts by compromise, or to declare the accounts uncollectible. 

The following are some of the safeguards used by FHA in minimizing losses 
under title I insurance: 

In approving the lending institution for insurance coverage, FHA screens 
the applicant corporation for its ability to make loans, service, and collect them. 
FHA requires independent audits to be made and submitted by accountants 
satisfactory to the Commissioner at least once in each calendar year of the 
books of the insured corporation, if it is not subject to inspection and super- 
vision by a governmental agency. The Administration sends to the insured 
letters, pamphlets, and copies of regulations for its instruction in handling 
title I loans. It also sends field or headquarters representatives to the insured 
to institute operating procedures for such loans. 

Whenever claims approach 2 percent of the loans insured, FHA inspectors 
contact the claimant corporation, review its loan portfolio, and either arrange 
to have abuses corrected or recommend termination of the contract of insurance. 

FHA has expanded its field collection staff to effect more aggressive collection 
policy. In the Washington office, FHA maintains a skip-tracer staff to locate 
borrowers who have moved without giving information of their new where- 
abouts. 

A list of unscrupulous dealers is maintained by the Administration. Infor- 
mation of this character is forwarded to all insured institutions. The institutions 
are warned to avoid these dealers and to make such checks of new dealers as are 
consistent with good business management. The regulations require the insured 
institution to have a file on each dealer with whom it does insured loan business, 
such file to contain approval of the dealer, and supported by information as to his 
reliability, financial responsibility, qualification to perform the work satisfac- 
torily, and servicing ability. 

Occasionally FHA will receive a report that a dealer has committed an ir- 
regular or unethical act in connection with a title I transaction. Such advice 
usually comes in the form of complaints filed by homeowners. These complaints 
may be relayed through lending institutions or received direct by FHA. All 
complaints are investigated by FHA field personnel or, in some instances, by the 
lending institutions involved. Any dealer whose operations are found to be 
contrary to the standards and requirements of the title I program is placed on 
notice that restrictive administrative action will be taken unless the deficiencies 
are corrected. If the dealer fails to cooperate, all insured lenders are notified 
that future business originated by the particular dealer will be acceptable for 
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insurance only if the lending institution takes certain precautionary steps, such 
as verifying credit information, having the completion certificate signed in the 
presence of an employee of the institution, and making an actual inspection of 
work performed on larger loans. Experience has shown that such action almost 
invariably has had the effect of protecting homeowners from further abuses 
on the part of the dealer involved. 

Further, the dealer is required to certify in his completion certificate that the 
borrower has not been given a cash bonus or promised a cash payment or rebate, 
nor has it been represented to the borrower that he will receive a cash bonus or 
commission on future sales as an inducement for the consummation of the 
transaction. The dealer must also certify that all bills for labor and material 
have been or will be paid, and that if any of the representations appearing on 
the completion certificate prove incorrect, the dealer will promptly repurehase 
the note. 

FHA uses many means of offset available to it. Where known, offset against 
any moneys due the borrower by any other branch of the Government is requested. 
Such agencies as the Civil Service Commission, Veterans’ Administration, and 
Defense Establishments have been instrumental in reducing losses on FHA 
claims, 


Summary of number and amount of outstanding loan balances of private lending 
institutions insured by FHA under sec. 2, title I; and number and amount of 
loans where installments are delinquent 90 days or more 


[Based on reports of lending institutions to FHA’s Division of Research and Statistics] 


Delinquent loans (90 


Loans outstanding dave or more) 


Reporting date i Anil Enc Mpapincai 











] 
Number Amount | Number Amount 
| | 


Mar. 31, 1953 $18, 162, 000 


3, 547, 845 | $1. 394,430,000 | 49, 850 | 


Percent 100 100 | 1.4} 1.3 
Mar. 31, 1952 3, 215,091 | $1,073, 513,000 | 42,565 | $16, 356, 000 
Percent __ 100 | 100 1.3 | 1.4 

Mar. 31, 1951 2, 904, 643 | $1,005,019,000 | 41, 497 $16, 253, 000 
Percent. . 100 | 100 | 1.4 1.6 

Mar. 31, 1950 2, 728, 051 $922, 582, 000 47, 135 $17, 583, 000 
Percent. 100 | 100 | Ge 1.9 

Mar. 31, 1949__- d 2, 497, 134 $810, 273,000 | 40,179 315, 536, 000 
Percent.- s445% be 100 | 100 | 1.6 1.9 
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‘HOUSING ACT OF 1954 


NOTES TO FINANCIAL STATEMENTS 
[Referred to in exhibit tables pp. 1446 and 1448] 


1. Certain real estate and defaulted mortgage notes which had been tendered to the 
Commissioner had not been officially accepted by FHA at June 30, 1953. FHA estimates 
that almost $6 million in debentures will be issued upon final acceptance, segregated as 
follows: Title I—Housing Insurance Fund $216,000, Mutual Mortgage Insurance Fund 
$376,200; Title II—Housing Insurance Fund $590,600, and War Housing Insurance Fund 
$4,776,800. The accrued debenture interest at June 30, 1953, is estimated at $53,700. 
When the assets are acquired, FHA will set up provisions for estimated future losses from 
current income at rates of 15 percent of the acquisition cost under titles I and II and 
17% percent under title VI. ‘ 

2. Statutory reserve applies to mutual insurance groups and is composed of net income 
available for— 


Contingent losses, expenses. and group account participations. $117, 301, 384 
Transfer to insurance reserve 80, 966, 814 


148, 268, 198 


Prior to the enactment of the “Housing Amendments of 1953,” the statutes required that 
an amount equal to 10 percent of the total premiums credited to the groups be transferred 
to the insurance reserve at termination of the group accounts. The new legislation 
directed that the 10 percent of premiums credited to group accounts be transferred to the 
insurance reserve as of July 1, 1953, without regard to termination dates. Accordingly, 
a transfer of $30,593,463 was made at the beginning of fiscal year 1954. The difference 
between the amount transferred and the amount available for transfer shown above con- 
sisted of collected premiums which had not as yet been credited to group accounts on 
June 30, 1953. 

8. Under authority contained in the National Housing Act, as amended, funds were 
transferred between certain insurance Fund accounts as follows: 


From— To— Amount 


Title I—Insurance Fund... __.........-- i Title I—Housing Insurance Fund _...-.-.-- $1, 000, 000 

Title II—Mutual Mortgage Insurance Fund Title 1I—Housing Insurance Fund 1, 000, 000 

Title VI—War Housing Insurance Fund Title 1X—National Defense Housing Insur- 10, 000, 000 
ance Fund, 


MA isi ibb tick dn cede dadinpe mesa for Aibatetemnnytteneeh ttt tt-be-emieirtan | 


e _ — suncavamimepaiemant ines euanetemmnet pacientes ee 


4. Net income does not include a provision for future losses that may result from insur- 
ance in force at June 30, 1953. Future losses inherent in insurance operations are not 
recognized until properties are acquired in settlement of claims. However, FHA does 
retain its cumulative income as an insurance reserve. 

5. FHA is not required to pay the Government’s share of the cost of retirement and 
disability benefits which inure to FHA employees. Based on the rate of contributions 
eer to agencies that are subject to such payments, FHA’s contribution would be 
about $1,554 500 for fiscal year 1953. If FHA were required to make such contributions, 
most of the cost would be charged to the mutual mortgage groups and would result in a 
savings to the Government. 

6. Uncollected interest earned on defaulted property improvement loans and mortgage 
notes is not recorded as an asset on the balance sheet. 

Interest income for Title I—Insurance Fund represents cash collections of interest for 
the year on defaulted property improvement loans. FHA does not consider it practical to 
accrue interest on these defaulted loans because of the uncertainty of collection and the 
clerical expense involved. Interest collected on notes and mortgages held by FHA under 
titles other than Title I—Insurance Fund is not shown as interest income but is credited 
to the acquired properties account. 

Interest income shown for titles II and VI is imputed interest, on debentures redeemed 
before maturity, which has been added to the acquired properties account. 

7. In the Mutual Mortgage Insurance Fund debenture interest may be charged to the 
Mutual Mortgage groups after the related property has been sold and final settlement 
made. This interest expense appears on the FHA statement as interest on debentures. 


Senator Maynank. Why wasn’t the FHA checked before 1949? 

Mr. Kane. Before the GAO audited on a centralized type of audit 
basis. That type of audit does not go into the operations of the 
agency. 

Senator Maysanx. I know that, but I want it for the record. When 
was it changed ? 

Mr. Kane. It was changed in 1949, and when the agency was put 
under the audit of the Government Corporations Control Act. The 
Comptroller General endorsed that because it meant we would go into 
the agency and make a commercial-type audit, where we could do the 
operation and examine the books and records there. 

Senator Maypanxk. What law gives you the right to do that? 
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Mr. Kane. The Government Corporations Control Act of 1945 was 
the basic law, but FHA wasn’t put under it in the 1949 act. 

Senator Maygank. Why did you wait until 1949? 

Mr. Kane. At the time the Government Corporations Control Act 
was considered the General Accounting Office felt that the FHA 
should have been put under it, but as a matter of congressional policy 
it was not included. 

Senator Maysank. What congressional policy made you do it? 

Mr. Kane. I think that the Congress itself felt that there should 
be an overall audit, a commercial-type audit, made. 

Senator Maynank. The Congress thought so, unless I am mistaken, 
in the Housing Act of 1949. 

Mr. Kane. That’s right. That’s right. Of course, we heartily 
endorse that. 

The Cuarman. Mr. Kane, I don’t suppose you have this, but does 
every loan made under title I, dees every bank have to use the same 
sort of form as furnished by you? 

Mr. Frentz. Yes, I do. 

The Cuatrman. May I see it 

Mr. Frenvz. Yes. 

The Cuairman. You may proceed, Mr. Newman, while he is getting 
that form. 

Mr. Newman. I believe I was quoting some figures with regard to 
claims paid. I think to sum it up, briefly, we had outstanding—we 
had paid claims in the year 1949, of approximately $17 million. In 
1950, it went to $19 million. In 1952 it a ropped to $11 million, and in 
19! 53, it is at $12.8 million. 

The number of claims paid in 1953 is 35,000, as compared to 46,000 
for 1949. I think that is important to show that progress has been 
made and that there has been a tightening up. 

Back to Senator Lehman’s remark about the status of the insurance 
fund, we have on the books at June 30, 1953, $50 million of claims 
paid. We have a reserve against the $50 million of $35 million, plus 
a surplus reserve of $23 million. I just wanted to emphasize that 
for Senator Lehman. 

The Cuatrman. I would like to ask some questions, but, Mr. Frentz, 
you have just handed me FHA title I credit application. That is 
form FH-1, revised January 1954. 

The CuamrMan. This is the application that they make for the loan. 

Mr. Frenvrz. That’s right. 

The Cuarmman. Do you furnish every lending agency with these 
forms ¢ 

Mr. Frenrz. Yes, we do. We print them and furnish them. Some 
lenders print their own. We encourage lenders to print their own, 
rather than use Government-expense ink. 

The Cuarrman., If they use this they use exactly the same wording. 

Mr. Frenrz. Exactly, but it is folded differently. 

The CuatrMan. This is an application for the loan ? 

Mr. Frentz. Yes. 

The Cuarman. What sort of document do they sign when they 
receive the money ? 

Mr. Frentz. The note. The note document. 

The Cuatrman. You let each lender use his judgment as to time 
and type of note? 
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Mr. Frenvz. Yes, sir. 

The CuarrmMan. Does it remain in the lender’s safe or office, or does 
that remain with you ¢ 

Mr. Frenvrz. It goes to the lender. 

The CuatrmMan. Do you keep a copy of it ? 

Mr. Frentrz. No. 

The Cuatrman. When do you get it ? 

Mr. Frentz. We see it on two occasions, once when we make a check 
with our financial representatives. 

The CuarrMan. You don’t check on 11 million of these, do you? 

Mr. Frenrz. No, but that is when we see a few of them, and another 
time when we see them is when a claim comes in for audit. 

The Cuamman. When a bank asks you to reimburse them, then they 
bring this to you? 

Mr. Frenrz. That’s right. 

The Cuarrman. And that is the only way. The man who borrows 
the money signs this. This looks like a Government document; does 
it not? It is a Government document. Anyone signing that would 
naturally, unless he was cautioned—the average person signing that 
would think they were doing business with the Federal Government ; 
do you not think so? 

Mr. Frenvrz. You will notice we put the warning clause in there, 
so that at the time they sign it they also read the warning. 

The Cuairman. Yes, but generally speaking anyone signing that 
would think they were doing business with the Federal Government ; 
would they not? 

Mr. Frenrz. The name of the institution is in the front, on the first 


line. They are applying for credit to that institution. 
The Cuatrrman. But, it says— 


Property improvement loans, Budget Bureau, FHA improvement loan 

Mr. Frentz. That heading was required by the Bureau of the 
Budget. 

The CuairmMan. I understand that. 

Here is a chart over here showing by dollars the amount of the in- 
terest. It says down here, “U.S. Government Printing Office.” Any- 
one signing this, wouldn’t they be under the impression they were do- 
ing business w ne the Federal Government ? 

Mr. Frenrz. I doubt it, sir. That would be misrepresentation of 
the first water. 

The Cuarrman. Well, I can’t quite see it. It is Federal Government 
all the way through. Where does the lender’s name enter into it ? 

In the first line it says, “This application is submitted to obtain 
credit under the terms of title I of the National Housing Act.” 

Mr. Frentz. Right above that. 

The Cuarrman. Yes, I see it. And right under where you print in 
the name of the bank, it says in quite large type: 

This application is submitted to obtain credit under the terms of title I of the 
National Housing Act. 

What I am getting at is that it is awfully easy for these salesmen, 
and others who care to, to fool the public into believing that they 
are doing business w ith their Government. Every man has a right 
to believe that his Government is going to treat him fairly and hon- 
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estly and not take advantage of him. I don’t know how you are going 
to correct it, but I think that is it. 

Senator Bennerr. What does it say on the bottom ? 

The CuarrMan [reading] : 

Anyone who makes a false statement or a misrepresentation in the application 
shall be subject to a fine of not more than $5,000 or by imprisonment for not more 
than 2 years, or both, under provisions of the United States Criminal Code. 

Senator Bennetrr. That sounds more than ever like Government. 
That has the effect of warning the man who signs the note that you 
don’t require any such signature from the dealer. There is no warning. 

Mr. Frentz. May I answer that? 

Senator Bennett. Yes. 

Mr. Frentz. We now require a dealer’s application form. 

Senator Bennett. This is the application the dealer makes to be 
put on the list to the institution, to receive the lender’s credit. 

Mr. Frentz (reading) : 

Any person who knowingly makes a false statement or misrepresentation in 
this application. 

But, the application simply identifies where he has done business. 
It is a credit plan more than anything else, that’s right. 

The Cuatmrman. Well, the reason we are spending a little time on 
this is, as we said a moment ago, our problem is to find some way to 
properly warn the borrower, or the homeowner against the unscupu- 
lous man. Let me say this, they are in, by far, in the great minority, 
but that seems to be our problem. 

Mr. Frenvz. This is the completion certificate which both the home- 
owner and the borrower must sign. That also contains a warning 
clause. It also carries the warranty of the dealer and the assurances 
of the homeowner. 

The Cuatrman. But, this still is a Government document. One 
signing it would still think the Government was his protector and that 
he was doing business with the Government. 

In other words, I see in all these forms that they sign that they think 
it is the Government and not the bank which is going to lend them the 
money or the dealer who is going to sell them the goods. They are 
incidental to all these forms. Their names are either typed or written 
in longhand into them. I think that is going to be one of our 
problems. 

Mr. Frentz. There is another form now that the banker sends out 
saying, “We have approved your credit and we will make this loan 
to you,” and that is that 6-day notice I referred to yesterday. 

The Cuatmman. Do you have a copy of one of those? 

Mr. Frentz. Yes. 

The Cuarmrman. Does that still indicate that the Federal Govern- 
ment is his benefactor and protector? 

What is the wording of the message? 

Mr. Frentz. Do you care for me to read it? 

The CuarmrmMan. Put it over here and I will read it. 

That goes on the letterhead “Advance notice to applicant for FHA 
title I loans.” That is on the letterhead of the institution. The 
borrower’s name, the date, the address: 
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“We have approved your FHA application for credit in the net amount of” 
and so forth “under title I of the National Housing Act, as presented to us— 


name of dealer— 
please notify us immediately if you have any questions regarding the transaction. 


Senator Bennett. Is that before he signed the notice, or afterward ?¢ 

The Cuarrman. Advance notice to applicant for FHA title I loan. 
It would be before he made the loan, but after he made application 
for it. 

We will make as part of our—I don’t think we will make this a part 
of our record, this form here. 

Suppose you continue now, gentlemen. 

Mr. Kane. Mr. Chairman, we have just one more matter we would 
like to mention in this bill, which was put into effect. The General 
Accounting Office recommendation in our audit report on the Fed- 
eral Savings and Loan Insurance Corporation, also made under the 
Government Corporations Control Act, for a limitation period on 
the enforcement of claims against the Federal Savings and Loan 
Insurance Corporation. 

In our audit of the Corporation, we feel that there is need to 
strengthen certain other provisions in law to protect the Govern- 
ment’s interest. 

Mr. Newman has a specific comment he would like to make, at this 
time, concerning it. 

Mr. Newman. The FSLIC, as you know, insures the savings and 
loan associations. Their present legislation has no provision like 
the FDIC Act has with regard to the “Board being able to take action. 
Wherein the Board finds that a bank, or in this case a savings and 
loan association, may be using unsound practices, under the FDIC 
Act, the Board is permitted to make a show-cause order to the insured 
bank and within a certain number of days they hold hearings and 
after those hearings the bank either complies ‘with the request of 
FDIC, or stop certain unsound practices until corrective action is 
taken, or else the insurance will be canceled. 

Now, FDIC has used that effectively. As of the moment, FSLIC 
doesn’t have that provision in its act. 

For the record we don’t know of any particular case at the moment, 
but we feel as a pree autionary measure that it is the same type of 
operation as FDIC and, therefore, the same provision, the same au- 
thority should be given to the Bo: rd if it wants to take action against 
a savings and loan institution. You must realize that a lot of these 
savings and loan institutions are small and have to be watched closely. 
Sometimes they are operated by one man who owns all the stock and 
what not. We feel that it would better protect the interests of the 
Government, especially in view of the guaranty we have, of $750 mil- 
lion from the Treasury to the FSLIC—if such provision was put in 
the act to give the Board the right if they found, after hearings, that 
this institution, this insurance, should be canceled. 

The Cuarmman. Any questions, gentlemen ¢ 

Mr. Kane. Thank you, Mr. Chairman. 

The Carman. Senator Maybank. 
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Senator Mayspanx. I just want to ask the gentleman this question: 
The other day you thought you might be able to figure some way 
that we might amend this new housing bill. 

Did you “discuss that with the chairman before I got here? I was 
over in the Appropriations C ommittee. 

Mr. Kane. Yes, sir; we discussed that. 

Senator Mayrank. You told us you were going to talk to your 
attorney to make suggestions on all these things. Well, have you 
made them ? 

Mr. Kane. Yes; we have made it, to this extent, Senator, that we 
feel that the certification method which is already in existence—— 

Senator Maynank. There is no reason to repeat it if you have given 
it. I will read it. 

Mr. Kane. In that connection, we are at your service, to help in any 
possible way we can. 

Senator Maysank. I understand that, but you made a report about 
some of the bad conditions that existed and were mentioned in your 
report some years ago. 

Mr. Kane. Yes, we discussed that for you earlier. 

Senator Mayrank. If it is in the record, I don’t care to go further 
with it. 

Senator Bricker. We have had a rather detailed account, here, of 
how the application for the loan is made, how the dealer is qualified 
by the lending institution, notification on the 6-day delay to the bor- 
rower. What check is there on the w ay the money that is borrowed 
is used for the purpose to which it was loaned ? 

Mr. Kane. We couldn’t answer that for you, Senator, because that 
is a matter between the bank and the lender and not the General 
Accounting Office. : 

Senator Bricker. But, since the Government is the insurer I think 
we have a right to require that the lender follow it up. 

The Crarrman. Mr. Frentz, could you answer that question ? 

Mr. Frentz. We encourage the lending institutions to make a spot 
check. Now, they do a good job of spot checking in the sense that 
they will—depending upon the dealer, they will spot check every 3d 
loan or every 5th loan or every 10th loan. They actually go out and 
look at the job, see whether it has been done, interview the homeowner 
and talk to the homeowner. Sometimes they may do that before the 
loan is made. That often times happens, particularly if there is any 
question about this application that they may have in front of them. 

Senator Bricker. Then is that reported to you? 

Mr. Frenvz. No; that spot check is then in their file on this loan 
transaction, and when we go around to examine their files, we pick 
up those spot checkings to follow through. 

Senator Bricker. Would it be possible to have a document similar 
to the ones that you have submitted, here, as a prerequisite to your 
guaranty furnished to the lending institution? 

Mr. Frentz. It would be possible. 

The Cuatrman. Wouldn’t that be advisable in the light of all the 
defaults we have had brought to our attention? 

Mr. Frenvz. Sir, we are . dealing with 2 million loans a year. 

The Crarman. I know, but you are not dealing with them, the 
lending institution is dealing with them. 
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Mr. Frenvz. That’s right, but they will be coming into Washing- 
ton. I assume they would, following through on your suggestion. 
We would have these 9,000 outlets filing with us these 2 million re- 
ports. 

Yes, we could handle them. We would have to have the staff, of 
course, to receive that. If they are going to come into us, then we will 
have to do something with it. 

The Cuamman. Couldn’t you require the lending institution to 
keep those, to require a certification of the use of the money for the 
purposes for which it was lent and we might write into the law a 
penal provision carrying penalties for the misuse of those funds which 
you guarantee / 

Mr. Frentz. Yes, sir. 

Senator Bricker. We are not interested in the banks making these 
loans fraudulently. What we are interested in is whether or not the 
money is used for a purpose other than which it was loaned for and 
whether or not the contract was properly carried out. 

The CuHatrman. Mr. Frentz, you have a list of those between 
five or six hundred items? 

Mr. Frentz. I do not know. 

The Cuarrman. Could you have that for us by tomorrow morning— 
well, whatever it is. Maybe it isn’t that many. 

Mr. Frenvz. It is quite a list. 

The Carman. We want the exact items you insure. You said 
yesterday it might run between five and six hundred. 

Mr. Frentz. May I say I will get it to you as quickly as possible. 

The Cuarrman. Why can’t you just put your fingers right to it? 

Mr. Frentz. We have to go through 3 or 4 drawer file cabinets and 
prepare the list for you. (See p. 1597.) 

The CHarrman. Haven't you notified every lending agency what 
they can and cannot insure on ¢ 

Mr. Frenvz. No; this has not been that, though. 

The Cuamman. How do you know but what he is insuring on every- 
thing? 

Mr. Frenvz. In the booklet I gave you there is a statement of eli- 
gibility. There is also in the preliminary explanatory text of the 
regulations a broad outline of what is eligible and not eligible. 

The Cuamman. Then the lender—the banker—is given a lot of 
latitude in using his own? 

Mr. Frentz. Yes; within the maximum limitations that we place. 

When they have an eligibility problem—let’s say borderline—they 
write to us for specific rules. 

The CuarrMan. In other words, they use a lot of latitude? 

Mr. Frentz. That’s right. 

The CHarrman. What is your honest opinion; do you think under 
existing conditions where we have this great prosperity in America 
and all the money in the banks that title I 1s any longer needed? 
What is your honest opinion ¢ 

Mr. Frentz. May I say this, sir—and this I am giving you as my 
firm opinion. 

The CHamman, That is what we want. 

Mr. Frentz. That if you take title I out of our economy today, there 
will be a serious drop in the repairing improvement activity of the 
country. 

44750—54—pt. 3 —11 
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The Cuarmman. Why! Do you mean private industry just will 
not do it without the Government 100-percent guaranteeing it ¢ 

Mr. Frenz. Yes, sir. 

The Cuarmman. Under title I, the Government for all practical 
purposes is just guaranteeing them against loss. HO? 

Are you saying that private industry has lost its initiative to the 
point where it will take no further chances in this building industry ¢ 

Mr. Frenrtz. I am not saying that, sir. I say this, based upon our 
own experience of March and February a year ago, when there was 
a lapse in this program because of our authorization, and also in 1950, 
3 years ago, when there was a lapse in our organization, that lenders 
immediately tightened their operations. They put their attorneys 
from 36 months down to 18 months. ‘They immediately limited their 
facilities insofar as the homeowner was concerned and in many areas 
lenders stopped entirely. 

The Cuarrman. Why did they stop? 

Mr. Frenrz. Perhaps I can answer it this way: In title I we have a 
fairly long-term note that is uninsured. Thirty-six months is a long 
term in the consumer-credit field. The average term may be 12 months, 
18 months, 15 months. 

We now have 36 months. We have an unsecured note, generally. 
There is security in a number of cases, particularly on the larger notes, 
but the smaller loans upon which we are speaking there is nothing for 
36 months. ‘There is no way of going back and collecting that. You 
can’t collect that piping job. You can’t repossess that plumbing sys- 
tem. So because of that, there is some insurance plan that Congress 
provides—— 

The Cuarrman. Do you think this is purely to maintain the economy 
of the United States ? 

Mr. Frenrz. I said it does a great deal in the repair and improve- 
ment field at a high level. 

The CHainman. Well, we certainly didn’t need it from 1950 up to 
the present time, did we, when we had full employment and prices were 
going up and up and there was a shortage of materials ? e still had 
this in effect, didn’t we? 

Mr. Fren'rz. I will grant you there are times in our economy when 
we may not need these things. 

The Cuarrman. We hear a lot of complaints about subsidizing the 
farmers. It seems to me the further we get into this housing bill we 
certainly are subsidizing, defending, and protecting the building 
industry and home builders. 

Is that a true statement? What chances are the builders taking 
today! Be perfectly frank and honest now. We are subsidizing the 
farmers and we hear a lot of complaint about it, but what are we 
doing for the home builders and building industry ¢ 

Mr. Frenvz. I like to talk about my Division. 

Senator Maysank. Let me understand. When the farmer gets 90 
percent of parity, there is no 140 percent windfall. 

The Cuarrman. It has been said directly and indirectly by the home 
builders and others—it has come to me indirectly; not directly—that 
we are wrecking the industry as a result of this investigation. First, 
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let me say this, that the President started it, we didn’t start it, and I 
think he was justified in doing so, too, but what is there about this 
whole business that is hurting the industry ¢ 

Mr. Frentz. Sir, all I can do is give you the thoughts that I have 
and give you the facts. 

The CHamMan. Private industry is at the point where business will 
go off unless we subsidize the bankers and make sure that they make 
9.6 percent interest on these home loans; is that right ¢ 

Mr. Frentz. I believe two things will happen. One is that the re- 
pair and improvement business of the country will have a drop. 
Second, that what business there is in the repair and improvement 
field will go on the lender’s books as a $7 and $8 discount rate. 

The Cuamman. You undaretand I can say what I have just been 
saying because private industry has no greater defender than I have. 
Nobody has fought for it any harder and believes in it any more than 
Ido. Iama part and parcel of it. I think the greatest asset we have 
in America, is a form of government that encourages and permits the 
private-enterprise system. I can criticize it because my record is one 
of defending it and protecting it and I am going to continue to do so as 
long as I live. 

One thing I don’t like is socialization, but it seems to me that we 
have about reached the zenith here in subsidizing the building industry. 

Senator Bennett. Does FHA, or does someone in FHA have figures 
which would indicate to you the percentage of the total home repair 
and modernization that is actually financed by title I? 

Mr. Frentz. There is no accurate figure, sir. I have made many 
estimates—an estimate; ghidestionaok about 35 to 40 percent. 

Senator Bennett. That interests me because for 30 years I have 
been in the paint business in a little town out in the West and we 
don’t do any title I business directly. I have the impression that 
the total volume of title I home repair and modernization will prob- 
ably run nearer 5 to 10 percent. 1 don’t think it is anything like 35 
percent of the total home modernization and repair, which includes 
putting new equipment in the kitchen and a paint job and all the rest 
of those things. Landscaping. 

Mr. Frentz. You see, Senator, in local communities there is no way 
of checking on the amount of money that the local homeowner may 
spend for improving his house. There is no such thing as a permit, 

let us say, in many of those localities. May I use the State of Utah 
and give you our figures for last year: In the State of Utah last year 
there were 28 ,900 ‘Improvement loans for a total of $17,800,000— 
$17,800,000. The average loan was $618. 

Now, I have no way of telling what that ratio is, to the total im- 
provement work in the State, but I assume that it is a substantial 
figure. 

The Cuatrman, Is that for the calendar year of 1953? 

Mr. Frenvz. Yes. 

The Cuarrman. You have that for each State in the United States? 

Mr. Frenrz. Yes. 

The Cuatrrman. Without objection, it will be made a part of the 
record, 
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(The information requested follows :) 


Volume of FHA-insured property improvement loans by State location of 
property, 1953 

















| Loans insured | | Loans insured 
State u i] State | ‘i 
; ‘ Net Aver- | Net ver- 
Number proceeds age | Number proceeds |‘ uge 
| Thousands | \| | | Thousands 
Alabama......._- 33, 761 $18, 085 $536 || New Jersey_....__-| 60, 495 $47,632 $787 
Arizona... 19,334! 11,856 | 598 || New Mexico... 6,976 | 4,843 | 694 
Arkansas 44 12, 209 7, 455 606 || New York__. — 235, 124 170, 465 725 
California -__- 275, 429 139, 326 506 || North Carolina____| 19, 222 11,563 | 602 
Colorado... _ ._- 23, 391 13,522 | 578 || North Dakota____.| 3, 996 2, 585 7 
Connectieut 11, 484 | 7, 760 St = 133, 759 77, 530 580 
Delaware 5 436 | 727 || Oklahoma. _____-___| 32, 421 | 19,030 | 587 
District of Colum- SR 19, 053 | 12,681 | 666 
bia___- : 10, 857 6, 290 579 || Pennsylvania______! 101, 962 59,428 | 583 
Florida. _. Sal 52, 566 34, 103 649 || Rhode Island______ 4,942 | 2, 823 571 
Georgia__. . 30, 875 17, 610 570 | South Carolina-- -. 11,189 6, 468 578 
Beene. 12, 632 8, 77 694 || South Dakota. _-__| 5, 407 | 3,341 | 618 
OS ae 128, 125 83, 393 651 || Tennessee -.....-../ 45, 052 23, 211 515 
Indiana_. 74, 524 43, 382 582 || Texas... _- 166,771 | 93, 305 559 
Ree ls at csc 29, 299 17,234} 588 || Utah.....2..22... 28, 952 | 17,887 | 618 
Kansas 25, 046 13, 953 538 || Vermont... 1, 759 | 1, 158 659 
Kentucky : 26, 769 14, 658 548 || Virginia __-- 35, 160 | 19,376 | 561 
Louisiana.. ‘ 25, 110 15, 656 623 || Washington _-.._- 48, 592 30,014 618 
Maine 10, 030 4,957 | 494 || West Virginia _.___| 11, 169 | 6,483 | 580 
Maryland i 59, 441 29,891 | 503 || Wisconsin.-......_-| 20, 280 | 13,462 | 664 
Massachusetts 45, 374 26,753 | 590 || Wyoming......_.../ 2,092 1,768 | 845 
Michigan , 4 189, 049 106,107 | 561 || Aljaska...._....__.- 508 568 | 1,118 
Minnesota. ; 53, 635 30, 777 re tl en cet 808 | 722 893 
Mississippi 11, 810 6, 845 580 || Puerto Rico. __.___} 1, 603 1,904 | 1, 244 
Missouri_. 56, 744 29,519 | 520 Virgin Islands -___ | 3 | 5 | 1,807 
Montana 6, 425 4, 584 ant a... | 238 | 284 | 1,195 
Nebraska. - 12, 164 7, 258 | 597 |) —-———— | | 
Nevada... 3, 862 3, 232 37 Total !.......| 2,244,227 | 1,334, 287 595 
New Hampshire _- 5, 330 2, 716 510 | | 





! Includes adjustments. 


Senator Maypank. Can you tell me what that is for South Caro- 
lina ¢ 

Mr. Frenrz. In South Carolina last year there were 11,189 loans 
for $6,468,000, or an average of $578 per loan. 

Senator Bennetr. Perhaps South Carolina doesn’t need improve- 
ment. 

Senator MaysanK. I[ appreciate my dear friend from Utah’s state- 
ment and as long as 90-percent parity remains on cotton and tobacco, 
we won't. 

The Cuarrman. What is the State with the largest number ? 

Mr. Frenrz. The largest State last year was California. These 
figures pretty well go by population, California was 275,000. 

The CuarrMan,. 275,000 loans. 

Mr. Frentz. I will leave off the last figures—275,000 loans. 

The Cuarrman. How much money ¢ 

Mr. Frenvtz. For $139 million, an average loan of $506. 

Senator Maypanx. That would be about 25 times that. of South 
Carolina, just by comparison, and that is where these high-priced 
salesmen were, according to your records. 

The Cuamman. Gentlemen, I see it is now about 5 o’clock. The 
Senate has adjourned. We didn’t get to Mr. Greene. 

Tomorrow, our witnesses will be the National Association of Home 
Builders and the Mortgage Bankers, I believe it is, starting at 1:30 in 
our own committee room. We are going to change it from 1:30 to 2 
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o'clock. We will meet at 2 o’clock in our own committee room, 301, at 
which time we will have the National Association of Home Builders 
and the Mortgage Bankers. 

Then, on Thursday we are going to hear from other members of the 
industry. On Friday, we will again get back to Government officials 
and former officials, Mr. Greene and others, and we are going to have 
to get someone over here who knows something about section 608, since 
Mr. Powell, who has been running it since 1934, refuses to testify. Let 
me say this now, that we are interested in assistance, suggestions, and 
ideas on how we can improve the bill very that is now before this 
committee. We are very, very anxious to get that bill written up, get 
it improved, if we can, and get it before the Senate and get it passed. 

Senator Bennerr. Mr. Chairman, before you finally close this, let 
me say, I think the meeting of the majority conference scheduled 
tomorrow morning has been canceled. 

The CuarrmMan. I was asked to call off any hearings Wednesday 
in order to attend that conference. If that has been called off we can 
proceed at 10 o’clock. 

Senator Bricker. I would like for Mr. Greene to be able to testify 
tomorrow morning when he comes, in regard to specifications in these 
various titles. As to whether or not any specifications are written 
with materials specified by trade names or by specific companies so 
as to delimit the field of competition. 

For instance, in a house or apartment, if the specifications would 
call for GE instead of Westinghouse; for Crane plumbing instead of 
some other, without giving any opportunity for competitive bidding 
to the prime contractor, or without giving the prime contractor any 
opportunity to use any adequate facilities. 

Mr. Greene. You are referring to section 608 ? 

Senator Bricker. I am referring to section 608 and also to the other 
titles as well. 

Mr. Greene. The specifications on section 608 are made up and pre- 
sented to us by the builders. They specify whatever they intend to put 
into the job. 

Senator Bricker. Aren’t those specifications approved by the De- 
partment in any way ¢ 

Mr. Greene. By us? 

Senator Bricker. Yes. 

Mr. Greene. We simply estimate the specifications. 

Senator Bricker. You have nothing to do with specifications on 
the building ? 

Mr. Greene. We do if it is some material we are not familiar with. 

Senator Bricker. What if it is a specification for a single ma- 
terial by trade name. 

Mr. Greene. It is all right. 

Senator Bricker. That material is all right? 

Mr. Greene. As a matter of fact, Senator, we try to get them to 
specify the exact material they are going to use so that we can better 
cost-estimate that particular job. 

Senator Bricker. If there was a specification for Dean & Berry 
paint, that would be O. K. 

Mr. Greene. That is right. 

The Cuarrmin. This meeting for which we purposely postponed 
our meeting tomorrow morning has been canceled unbeknown to us 








1462 HOUSING ACT OF 1954 


until now. This is a further indication of the problem of govern- 
mental efficiency we run up against. 

Senator Bricker. It is pupehiions efficiency. 

The Cuarrman. This is nonpartisan. 

Senator Maysanx. The housing bill has always been nonpartisan. 

The Cuarrm,n. We will meet at 10:30 tomorrow morning instead 
of 2 o’clock and our first witness will be the National Association of 
Home Builders and at 2 o’clock the Mortgage Bankers. Then we will 
go on, on Friday with Mr. Greene and others. We would like to 
have a couple of days of hearings now, with witnesses from industry. 
We are hoping that the industry will come in here and be just as 
frank as the Government witnesses have in helping us. We will get 
back on Friday to the governmental witnesses. 

Senator Bennerr. Are we meeting here or in our own committee 
room ¢ 

The Cuarrman. We will meet in our own committee room at 10:30 
tomorrow morning. 

(Whereupon, at 4:55 p. m., the committee recessed to reconvene 
at 10: 30 a. m., Wednesday, April 21, 1954.) 
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HOUSING ACT OF 1954 
Amendments To Lending Provisions 


WEDNESDAY, APRIL 21, 1954 


UNITED STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 


The committee met, pursuant to recess, in room 301, Senate Office 
Building, at 10:35 a. m., Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Beall, Payne, 
Goldwater, Robertson, Frear, and Lehman. 

The CuatrmMan. The committee will please come to order. Our 
first witness will be Mr. Richard Hughes, president of the National 
Association of Home Builders. 


Mr. Hughes. 


STATEMENT OF RICHARD G. HUGHES, PRESIDENT, NATIONAL 
ASSOCIATION OF HOME BUILDERS 


The CuatrmMan. Mr. Hughes, I believe you have a prepared state- 
ment. Do you prefer to read that or do you prefer to summarize 
your statement ¢ 

Mr. Hueues, I prefer to go through this statement and then an- 
swer questions. 

The Cuamman. You may proceed, then, with your statement. 

Mr. Huenes. Mr. Chairman and members of the committee, let me 
make one thing very clear at the start. The objectives of this hear- 
ing, as expressed in the constructive opening statement of Chairman 
Capehart, are those of the National Association of Home Builders and 
myself personally. May I express to your chairman my heartfelt ap- 
preciation of the statesmanlike remarks made on Monday, which I 
am sure express the feeling of this entire committee. I believe that it 
is high time that a voice is raised to say the things that Senator Cape- 
hart said concerning the great good that has been and still can be 
accomplished by the FHA, and the efficienc y and honesty of the over- 
whelming majority of its personnel. 

You have asked me to give testimony regarding amendments which 
will prevent recurrence of conditions recently alleged in connection 
with FHA, 

The Cuarrman. Along that line, I don’t mind telling you that we, 
on this committee were very sincere and conscientious about this in- 
vestigation. The President of the United States has instigated this 
investigation. I can’t help but see a changed attitude on your part in 
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your opening statement, from the press release that you got out 
April 14. Did you prepare that press release? 

Mr. Hueues. I don’t recall the one. 

The Cuarrman. The one on April 14. 

Mr. Huaues. May we see it, please? 

The Cuarrman. Was that prepared by you? Did you see that be- 
fore it went out or was that prepared by some member of your staff 
here in Washington ? 

Mr. Hueues. Mr. Chairman, I saw the statement prepared by the 
staff in Washington and I have a little different opinion now. 

The Cuamman. Have you changed your mind? 

Mr. Hueusrs. I have changed my mind. 

The Cuarrman. This went out to the newspapers and was quite 
widely published. I want to read some of the excerpts to make sure 
that you have changed your mind because I do not think that this com- 
mittee, in undertaking this investigation, and the President of the 
United States, are entitled to such treatment as they received in this 
publicity release. I want to read some of the statements here and 
see if you still feel that way about it. 

While I realize there may be some publicity value inherent in investigations, 
the facts show that the FHA operations currently under question represent far 
less than 10 percent of the agency’s total operations. Let us not let a very small 
tail wag a very big dog. 

You say: 


Such action would be comparable to the White House holding up military legis- 
lation while probing a rumor that a few mess sergeants made off with some 
potatoes 7 years ago. 

It looks to me like these are awfully large potatoes and a lot of them. 

You say here: 

The pending housing legislation which has already passed the House should 
not be postponed while investigators probe alleged irregularities which for the 
most part occurred years ago under another administration. Hughes said in- 
vestigations make good headlines but the people want and need additional hous- 
ing. Passage of the housing legislation now pending in the Senate will do much 
to help the industry maintain a high production volume, he added. The White 
House readily admits that housing is the main prop of our postwar economy, 
Hughes pointed out. I hope they won't forget it. 


Then, you go on to say: 


He charged that the circus atmosphere under which the attacks on FHA opera- 
tions were made gives the public a false impression of FHA, and certainly un- 
justly puts a black eye on reputable builders everywhere. 

What was the circus atmosphere with respect to the President of the 
United States announcing that he was going to clean up this situation ¢ 

Mr. Hucues. Mr. Chairman, I talked to Mr. Cole recently and since 
that statement went out, and I submitted a letter in which—after I 
had very carefully understood the situation, as far as I know now, and 
that letter I think was put into the record here yesterday—was ex- 
pressed my desire now to help and to work and to pledge to you 
the support of the National Association of Home Builders. 

The CHamman. That is the reason why I am bringing it up. 
Frankly, I want to know whether we are or are not bringing it up. 
I want to know whether we are going to get your support in trying to 
clean up the abuses you people are responsible for. 
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You created these abuses, if there are abuses. I am not saying that 
there are, yet. I am saying there have been alleged abuses. The 
President of the United States said there were and we have the respon- 
sibility in this committee of trying to clean it up. I don’t mind telling 
you that we do not appreciate such publicity statements as this, and 
such inferences as you make here, particularly against this committee 
and against the President of the United States. I want you to know 
that we do not like it. I ask and plead with you to give us 100-percent 
corporation in trying to clean this up, We have been sincere, we have 
been conscientious, we have opened this investigation with the state- 
ment that we were going to try to find ways and means of plugging 
the weaknesses in the proposed legislation and then we were going to 
get on our way in respect to passing the legislation. We have been 
sincere and conscientious about it. And then you put out statements 
like this, and the Mortgage Bankers Association put one out. 

[ am going to tell them about that this afternoon when they get here. 

I don’t think you have anything to cover up, do you, you builders? 

Mr. Hucues. I don’t think so. 

The Cuarrman. Then, why did you put out that statement ? 

Mr. Huenes. I just want to—— 

The CuHarrman. Why did you refer to the circus? Why did you try 
to embarrass this committee and embarrass the President of the 
United States? 

Mr. Hugues. I had no intention of trying to embarrass the Presi- 
dent. 

The Cuarrman. You certainly did and the statement speaks for 
itself. 

We are conscientious and honest in this committee and we want to 
help the builders and we want to help the economy of the country. 
We want to try to help everybody get a home. We want to do a good 
job and we are not being partisan in this matter and we are not trying 
to unduly eriticize anybody. We do have a responsibility when 
alleged irregularities are called to our attention, as widespread as the 
alleged irregularities are, to do something about it. 

[ am awfully sorry that you made this statement and I am awfully 
sorry that I have to call your attention to it, but I do. That was a 
terrific condemnation of the President and this committee that started 
this investigation. 

We must have honesty in the operation of FHA. Nobody knows any 
better than I do that it is only a small minority that is not honest. No 
one knows that any better than we do. No one knows any better than 
I do that one bad apple in a fine big barrel of apples can eventually 
spoil the entire barrel if you don’t do something about it. 

I don’t like your news release and I don’t think other members of 
the committee do. 

I don’t know whether they care to comment on it or not but we 
don’t like to be put in the position—particularly this committee, of 
acting like a circus and doing things that are not right. 

We hope that you will help us. We hope you will help us to change 
this present legislation as it ought to be changed, this proposed legis- 
lation, to avoid the alleged irregularities. All I am saying at ‘the 
moment is that they are alleged because I don’t know of any definite 
proof, yet, but we haven’t gotten that far into our investigation. We 
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are just as anxious as you are to get a good housing bill. We are just 
as conscious as you are of what it means to the American people. 
But by virtue of the same thing we are not going to permit you or any 
other group of people in the United States to fleece the American peo- 

le and take advantage of them. I am not going to be a party to it. 
Y abiaee think that, having been the champion that I have been of the 
private-enterprise system for years, I have fought for them and will 
still continue to fight for them and believe in them, that I am possibl 
in a better position than some people, to make the statement that 
have. 

Mr. Hucues. We want to clean it up. We want to help you. We 
do think there are a lot of things out in the field that might be border- 
ing on hysteria. 

The Cuarrman. Why don’t you proceed to read your statement? I 
have said all I care to say on this. Let’s get about the job now between 
we on the committee, between the Administration, and the industry. 
Let us get on with our job of seeing what should be done, if anything, 
with the proposed legislation. Let’s get in to the floor of the Benate, 
let’s get it passed and get it to the President of the United States. 
After we have accomplished that job then we are really going to get 
into the real investigation of this problem. 

Our first job, as I have repeatedly said, is to get this legislation 
passed, and we want your help. Give us all the help you can to see if 
we can avoid this little minority out here taking advantage of the 
great big majority. 

You people who represent the home builders, I know you are inter- 
ested in this so let’s get on about this. 

Mr. Hvucues. In agreement with the Housing and Home Finance 
Administrator and the Administration, which prepared S. 2938, I re- 
gard it as sound, constructive legislation. Gentlemen, I can say to 
you in all sincerity that, if I had thought there were any loopholes in 
the bill before you, I would have suggested corrective measures when 
I testified a month ago. However, in view of the present situation, I 
shall make some suggestions later in my testimony that I hope may be 
helpful. 

Whether or not the housing legislation before you passes—and the 
form in which it passes—is not the most important matter at this time. 
Our first concern is that public confidence in the FHA and in the 
entire home-building industry has been shaken. 

The sole interest of the National Association of Home Builders and 
its members is to provide needed homes for the American people at 
reasonable prices. We are, therefore, vitally interested at this time in 
helping this committee to do whatever may be necessary to restore 
the confidence of the American people in the integrity of FHA, with- 
out which agency the American home-building industry cannot do its 
full job. If any individual cases of illegal action have occurred— 
whether or not they involve persons in or out of the Government or 
members of this association—the National Association of Home 
Builders and I, as its president, pledge our utmost efforts to assist you 
in every possible way to uncover them. 

But, while doing this job, I plead with this entire committee to do 
your utmost to reassure the American people that the FHA is a sound 
financing institution, deserving of public confidence; that the over- 
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whelming bulk of its personnel are honest, hardworking people whe 
have done a good job; and that the millions of houses that the Ameri- 
‘an people have attained through its insurance programs are good 
values. 

The Cuarmman. We are not going to do that if our best judgment 
is, and the evidence proves, that there have been irregularities in it 
and there has been welching and harm and injury done to the Ameri- 

‘an people. 

Why should we do it? Why do you ask us now to give the FHA a 
100 percent whitewash ? 

Mr. Hucues. I didn’t say that. I am trying to say to you that the 
FHA is basically sound and that the charges, ‘if you will notice down 
in the next to the last paragraph there, I say the charges advanced 
thus far have been estimated as covering only one-tenth of 1 percent 
of FHA’s mortgage insurance program. 

Since the present home-building industry has used the FHA as the 
basis or backbone of the industry and the source of its production 
credit, damage to the integrity of the FHA will directly reduce the 
volume of homes. The “finger of suspicion” is now pointed at thou- 
sands of ethical home builders in all parts of the country. The home- 
building industry, comprised of these home builders, mortgage lend- 
ers, manufacturers and their employees—which has consistently pro- 
duced $12 billion in annual business—cannot operate efficiently under 
such an atmosphere. 

Senator Bennett. If, as you say the finger of suspicion is pointed, 
then the best thing this committee can Be is get this thing on the road 
as quickly as possible and limit the area in which that finger points 
to the people who have been actually guitty: 

Mr. Hvuanes. I agree. 

Senator Bennetr. Then, don’t you think it is important that we 
make this investigation complete, rather than that we try to lull our- 
selves to sleep with the idea that we are only talking about one-tenth 
of 1 percent, and giving the impression that we are making a tempest 
in a teapot? 

Mr. Hvenes. I said that while doing the job of finding out everyone 
that is guilty, whether it is inside our association or in government, 
that we “ought to try to stabilize—I mean try to restore the confidence 
of the people i in the integrity of FHA 

Senator Bennett. Do you think it is possible to restore it without— 
it seems to me there are only two ways we can proceed. One is with 
as complete an investigation as possible, and the other is to start to 
issue just generalized, whitewash statements. As far as I am con- 
cerned, I think the only method of solving this problem is to go to the 
very bottom of it once and for all and do it as quickly as we can. 

Mr. Hucues. I agree that we ought to have a complete investi- 
gation, and I will cooperate in every way. 

Senator Payne. Mr. Chairman? 

The CuarrMan. Senator Payne. 

Senator Payne. Mr. Hughes, yesterday during the course of the 
hearing I commented in connection with an amendment that was 
proposed and later enacted, proposed by Senator Douglas and Senator 
Bennett, who is here, with reference to the Defense Housing Act, that 
closed the loophole that still was in effect in section 608. That was 
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my understanding—at least the impression I got from the course of 
the discussion yesterday—that the builders and the mortgage bankers 
opposed that amendment proposed by Senator Douglas and Senator 
Bennett. Were you one of those who opposed it, at that time? 

Mr. Huewes. I may have been. The association did oppose it. 
However, we have changed our stand and you will find in this state- 
ment later on here where we propose just such amendment. 

Senator Payne. Why was it opposed at that time? 

Mr. Huaues. We thought at the time that it would—well, mainly 
on the grounds that it is a lot of trouble—— 

Senator Payne. I know the provisions of section 608 eliminated a 
lot of trouble insofar as the mortgage bankers and builders were 
concerned but it didn’t minimize the trouble insofar as the homeowner 
or the person who was renting property was concerned. 

Mr. Hucues. I have some statement to make on that later on, or 
some comment to make on it. 

The CHarmman. Mr. Hughes, I am going to read a little colloquy 
bet ween Senator Sparkman and Mr. Lockwood, who was the president 
of the same association you are president of, in 1950. I am going 
to read it, because it shows the attitude that "Mr. Lockwood took at 
that time. 


Senator SparkKMaAN. In fact, you have done a lot of building under it— 


because Mr. Lockwood had just finished stating he had done a lot of 
building under section 608, and that is one of the controversies at the 
moment, where the alleged irregularities occurred. In fact, this 
committee has a list of 1,149 corporations furnished them by the 
Internal Revenue Service, in which that agency alleged that the cor- 
porations have each distributed to shareholders funds representing 
for the most part the excess of mortgage proceeds over actual cost 
of the project. 


Senator SparKMAN. You have done a lot of building. I mean your people. 
Not you individually. We have had fine cooperation between the National 
Home Builders and the Federal Government and everybody who is building 
homes. We have had fine cooperation under section 608. Yet, isn’t it true that 
under section 608, many times the amount of money that the Federal Govern- 
ment guaranteed or insured or stood for, represents more than 100 percent. 

Mr. Lockwoop. I don’t know of a single case of that being true. I think that 
is one of the most widely circulated bits of misinformation that IT have heard 
talked about in housing for a good many years. 


That was the president of your association who said that. 


The impression seems to be that the builder gets in the form of a loan under 
section 608 more than the total cost of the project. Believe me, in those that 
I have participated in, that has not been true. I have not actually seen or heard 
of any in which that was true. 

Senator SPARKMAN. I am sure that I can say that there has been ample evidence 
presented to the committee from time to time justifying our believing that this 
is true. As a matter of fact, when we reported S, 2246 to the Senate, as you 
will recall, we proposed to cut the amount of the loan insured under section 608 
very largely for that reason. I might also call your atttention to the fact that the 
Architectural Forum in its November issue brought out the very point of 
excessive loans under section 608. 

Mr. Lockwoop. May I ask, in all those things, was there any real factual basis 
or was it just someone's opinion. 


That is Mr. Lockwood back in 1950. 


Senator SparKMAN. I don’t have it before me but we had numerous specific 
cases called to my attention and I believe I am safe in saying this, that some 
members of our committee have told us that they have been told by the builders 
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themselves that they had gotten more than 100 percent. If I remember cor- 
rectly—I won't say it positively, but as I remember it Senator Long said he 
knew of a case where a builder friend of his had gotten 120 percent. In all 
fairness let me say I am not condemning the builders. 

Mr. Locxwoop. If I may be facetious, I would like to say that that statement 
of 120 percent sounds like barroom talk. I can’t believe that the FHA would 
be that lax in its administration. 

That is what Mr. Lockwood said in 1950. We have many, many, 
many cases in which they run from 110 up to 215 percent, and we 
positively, without any question of a doubt, have the proof. 

I want to say to you when we go back and read Mr. Lockwood’s 
testimony and read Mr. Clarke’s testimony, the testimony of the 
Mortgage Bankers Association, read what they did with respect to 
trying to crucify this Administration and it makes us wonder. 

Mr. Hugues. Well, Mr. Chairman, may I comment on that? 

The CuHatrMan. You may. 

Mr. Huenes. I would like to say that I have talked to a great many 
builders about their expenses since the time Mr. Lockwood made the 
statement you talk about. I have built two section 608’s myself. I 
am prepared to say to you that there may have been mortgaging out 
in some instances but I couldn’t do it. Mine were comparatively small 
ones, one of 56 units and one of 108 units. 

I invested in those projects some land in each instance which I 
thought to be very valuable—in one case, in the 108 units, it was 
$50,000, my architectural fees, and considerable cash. 

I immediately stopped building section 608’s—and you can check 
the records in the appropriate office, because I couldn’t mortgage out. 
I had been told by ieoghe who came around the country representing 
the National Housing Authority at that time—they had along with 
them a representative of the FHA, I think. They held meetings in the 
chambers of commerce all over the country, urging home builders to 
get in and build some section 608’s. They said that we needed rental 
projects very badly. Home builders were in the habit of building 
houses and it was very difficult to talk them into changing over from 
the regular house-building business which they understood and which 
they knew, to building rental projects. But in many cases, as I did, 
they built a few just because they were asked to. 

The Cuarrman. Will you yield a moment ? 

Mr. Hueurs. Yes. 

The Cuarrman. We have had some information since this investi- 
gation and study started that it was understood by certain FHA offli- 
cials that one could mortgage out or get more money for their mort- 
gage than the actual cost was. Was that, in your opinion, generally 
understood ¢ 

Mr. Hueuers. No, sir; I don’t think it was generally understood that 
they could get more money out of it than they put into it, but it was 
venerally understood that you were supposed to mortgage out. 

The CHarrmMan. It was understood that you were to get 100 percent, 
is that right? 

Mr. Huenes. If you had some land, if you put the land into it, the 
rest of it wouldn’t cost you anything. 

The Cuatrman. That was the general impression ¢ 

Mr. Hugues. I think that was the general impression. 

The Cuarrman. We have had information to the effect that FHA 
officials were encouraging builders and people to believe that if they 
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would go into a section 608 project that they could get out every dime 
they put in it and maybe a little more. At least, get every dime out 
that they put in. That is one of the things that we were anxious to 
get some information from you and your association on. If FHA, 
themselves, encouraged this and told people how to do it, that is one 
thing. If they didn’t, that is another. 

Mr. Hucues. Here is the first annual report of the Housing and 
Home Finance Agency, in 1947. It says: 

A large FHA rental housing activity, and a large-scale educational campaign 
was undertaken by FHA during the first quarter of 1947 to acquaint builders and 
investors with the Government aids available for rental housing. FHA repre- 
sentatives attended more than 600 meetings all over the country with builders 
and investors for this purpose. 

The Cuarrman. Do you think in those meetings that they did tell 
builders, show them how they could get 100 percent of their money 
out when the project was finished, or even make a profit on it ? 

Mr. Hucues. There was no intention to ever make a profit on it. I 
would like to try to explain, if I could 

The Cuarrman. You go ahead and proceed in your own way. We 
want your help. We need your help. 

Mr. Hucues. They wanted the section 608 program badly. Houses 
for rent were needed very badly. It was very difficult, as 1 started to 
say, to get our men to build apartment houses when they would take 
their crew, through their own efforts, and build houses and make a 
profit on them, and to go into a proposition just for the sake of doing 
a job, it was pretty hard to get them to do it. So generally speaking 
they said that they thought there was an opportunity, frankly, to 
mortgage out. But I can say to you and say to you quite sincerely that 
some of the home builders were able to mortgage out and some were 
not. I was one though 

The Cuarrman. When you say mortgage out, you mean just get 
your money ¢ 

Mr. Huenes. Yes. 

The Cuarrman. You don’t mean any profit beyond that? 

Mr. Hueues. That is right. 

The Cuarmrman. Mortgaging out has been pushed around here as 
meaning that you made a profit on it. In your case you just got your 
money back ? 

Mr. Hucues. Well, I didn’t say I got my money back. I referred 
to mortgaging out as getting as much money out of the loan as it cost 
to build the project. 

The Cuamman. That is what I mean. 

Mr. Hucues. Understand the builder still is on that paper, the cor- 
poration is still on that paper, and he must repay the loan insofar as 
he can. 

The CHarrman. But in every instance, a separate corporation was 
organized, was it not? 

Mr. Hucues. Yes. 

The Cuarrman. With a small amount of money on the part of the 
builders. 

Mr. Hucues. A small amount of money. 

The Cuamman. In many, many instances. We have not been able 
to get that testimony, yet, because the man handling it, Mr. Powell, 
refuses, as you possibly know, to testify, and stands behind the fifth 
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amendment; we haven’t been able to get much information on that. 
But the FHA took preferred stock in nearly every one of those cor- 
porations, $100 worth of preferred stock. So they were separate 
corporations, 

Mr. Hugues. Of course, the builder’s time and effort was left in a 
deal that was mortgaged out. 

I might say that since the days when title VI came in—I would like 
to leave here my own personal impression, the fact that title VI has 
actually reduced the cost of building—I mean title VI created the firm 
commitment and the firm commitment set up production credit for the 
home builder. For the first time the home builder could do mass buy- 
ing and in many instances bypassed the retailer and in some instances 
had even gone to the jobber. That was the first time that the home 
builder had not had to follow the old procedure of going to the lumber- 

yard and the lumber dealer would furnish him his payroll for Satur- 
ler night and the results we thought were extremely high. 

Title VI which set up the firm commitment, in my opinion, has cre- 
ated a new type of home builder. It is a new type of home-building 
business. It has enabled us to get out of the—we have been accused of 
being in the horse-and-buggy days, with regard to buying and pro- 
ducing en masse, and I think the housing has cost much less than it 
would have cost had it not been for the overall law. 

I would like to also say that there are some of these cases where I 
understand people did mortgage out. Those same individuals have 
told me on the previous case, or one after that, that they lost consid- 
erable money. I lost considerable money, but there is no investiga- 
tion of those cases where they lost money, 

Senator Bennerr. Mr. Chairman ? 

The CuarrMaNn. Senator Bennett. 

Senator Bennerr. I would like you to define the phrase “lost 
money.” 

Mr. Hugues. Had to invest money in the project. 

Senator Bennerr. Do you think it has reached the point where the 
building industry feels that whatever money it has to invest in its 
business, that it is lost, and it should be able to depend upon the 
Federal Government for all its invested capital ? 

Mr. Hucnes. I don’t say that, but I do say in this particular project 
it was just generally understood that the builder wasn’t going to invest 
any of his money in it. 

The CHatrmMan. That was section 608 ? 

Mr. Hucues. Yes. 

The CHarrMan, How can you possibly lose money on section 608, 
when you continue to own the property? What you are saying is that 
when you added up your costs after you were all through, that the 
mortgage you had insured by the Federal Government didn’t amount 
to as much as your costs ? 

Mr. Hueues. That is right. 

The CuarMan. But you still owned the building? 

Mr. Hucues. Still owned the building and still owned the deed. 

The Cuarrman. Then, how did you lose money. 

Mr. Hueues. I shouldn’t have said “lost money,” but lost money 
in the construction—had to invest money. 

The CHarrmMan. You mean, you did not get back as much money 
from the sale of your mortgage as you put in it ? 
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Mr. Huenes. That is right. 

The Cuarrman. The law only intended that you get 90 percent 
back. 

Mr. Huaues. They said you could get 90 percent of the cost of 
your property—the current cost. That covered current cost. And 
the land was based on value and not cost, the materials were based 
on cost, and there was 5 percent in there for overhead and 10 percent 
for profit. And so on that basis 

The Cruarmman. Let me ask you this question: We have I think, 
about six titles in this proposed bill in which there might be a possi- 
bility of mortgaging-out, particularly section 213, which is coopera- 
tive housing. 

In other words, these are titles where the Government guaranteed 
90 or 95 percent, and in one title, 100 percent. Now, what would be 
wrong with this: 

What would be wrong with our writing into the law that FHA can 
go ahead and appraise these properties just as they are doing now, and 
give a commitment on their appraisal with the understanding that 
when the project is finished they will be furnished with all bills 
arranged so you can figure exactly what it cost. That it be adjusted 
to the actual cost and the builder be permitted to, say, get 5 percent 
more, if his costs ran more, or maybe 10 percent more, I don’t know. 
If it had been appraised for more than it actually cost, then he would 
reduce the amount of the appraisal and the amount of the mortgage. 

Would that hurt the industry, if we wrote that kind of stipulation 
into the bill? 

Mr. Hueues. I don’t believe it would. If you will turn over to page 
8 in the statement, you will see I have proposed such a thing as that. 

I would like to comment, though, on section 207. I don’t believe 
there is any possibility of so-called mortgaging-out in section 207 
because the appraisal system is different. ‘The economic soundness of 
FHA is in section 207. They use a capitalization factor, 80 percent or 
9) percent of the mortgage, whichever is less, and in our opinion, it 
makes it so it would be absolutely impossible to do this mortgaging- 
out on a section 207. 

However, we have proposed here that you insert such an amendment 
as the one inserted in the section 908 where there is a certificate made 
at the end of the job that the cost wasn’t more than the mortgage. 

The Cuarrman. Then there is nothing in the building industry, or 
the building of these projects, that makes it impossible or impractical 
to do that, is that correct ? 

Mr. Hueurs. No; it doesn’t make it impractical or impossible. 

The Carman. In your opinion, would it have a tendency to re- 
duce building if we write that into law, that when the project is fin- 
ished, and the actual cost is ascertained, that the amount of the mort- 
gage be adjusted? In your opinion, will that hurt the business / 

Mr. Hucues. I think it might—-for the time being, I think in the 
section 207’s, the volume will be reduced, but I don’t think that will be 
the reason for it, particularly. 

I think it ought to be in the light of the investigation—— 

The Cuarrman. If we can do that, if we can do what we are talking 
about, and if we do do it, then it will estop the abuses that we have 
been reading about. The abuses under section 608 that brought on 
this controversy and investigation. Will it not? 
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Mr. Huenes. It seems to me that it should. 

The CuHatrman. We have to write a law where, for example, we 
have one title here on cooperatives, where we mortgage for 95 percent 
of the appraised value. 

Mr. Hugues. You are talking about rentals? 

The Cuarrman. I am talking about any chapter or title where the 
Government, in advance, you see, makes a commitment to insure 90 or 
95 percent, or 80 percent, or 85 percent, and makes a firm commit- 
ment to do it. 

Why can’t we write into the law that when the project is finished, 
and the costs are absolutely known, that it be adjusted to the cost, 
rather than to the estimate ¢ 

Mr. Hucues. May I read my prepared testimony on that? 

The Cuatrman. Yes. We are getting down to the mortgaging out 
and if we can make up our minds on this thing we are discussing, we 
can drop everything and go to title I and get your help on that, and 
we are through. 

Mr. Hvucues. It is over on page 8. 

The bill before you treats of rental housing in three places. At 
section 115, it amends section 207 of the National Housing Act. At 
section 123, it deals with rental housing in blighted areas under the 
proposed new section 220; and at section 119, it ‘amends section 213 of 
the National Housing Act, which provides for cooperative housing. 

The only method that I know of to assure that the mortgage shall 
not exceed actual cost of construction—as distinguished from esti- 
mated cost—is to provide in each of these sections a provision similat 
to section 908 (b) (3) of the National Housing Act, as amended in 
September 1951. 

The Cuamman. That is the amendment I was referring to. 

Mr. Hueues. Yes. 

I would suggest, however, that the language of this section be clari- 
fied to include in the definition of “cost,” whatever amount this com- 
mittee feels should be the proper allowance for a contractor’s fee and 
architect's fee. 

The CHarrMan. The architect’s fee and the contractor’s fee is 
undoubtedly a cost item. 

Mr. Hveues. They will have to be so written in. 

The CrarMan. Hire an architect and pay him $1,000 or $10,000— 
is that what you are talking about ¢ 

Mr. Hvuaeues. That is right. 

The Cnamman. There should be no question about that. 

Senator Bennerr. Mr. Chairman, I think it comes into the picture 
because in many cases the builder is his own architect, so he assumes 
his right to credit himself with a comparable fee, and he is his own 
builder, he so credits himself. 

The Cruatrman. I think he should do that, because he has to hire 
engineers and architects, himself. He doesn’t actually do the work 
himself. He has to hire people to do it, so I would think that it was a 
fair and legitimate cost. 

Mr. Huenes. FHA, by regulation, has set that up, but we thought 
it ought to be clearly defined in the bill. 

The Cuarrman. Then you agree with us, we have been talking a lot 
about it in this committee, not only when we are having lunch in the 
cloakroom, but we have been talking about it publicly, about ame id 
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ing the proposed law to simply state that they can go ahead and ap- 
praise and make a commitment and then when all the costs are in, 
they go back and adjust. I think we are going to have to give them 
a little leeway, possibly, in adjusting upward, too. 

Mr. Hveurs. May I also read you the rest of this page, sir? 

The Cuatrrman. All right. 

Mr. Hvucues. I feel that the committee should understand that the 
problem we are discussing is, by its nature, confined to income prop- 
erties, where the builder retains the property for continued operation. 
It does not arise in connection with sales properties, for the simple 
reason that in a sales transaction, the entire proceeds of sale go to the 
builder, whether derived from the mortgage or the amount of down- 
payment that the purchaser supplies. The low downpayment in a 
sales transaction is for the benefit of the purchaser and only indirectly 
for the benefit of the builder, in that it widens his market. 

There is, however, one aspect of FHA operations in the sales field in 
which the builder mav become the mortgagor. This is known as the 
firm commitment to builder, as distinguished from the FHA con- 
ditional commitment which is conditioned upon sale of the home to a 
satisfactory purchaser. 

It is at a substantially lesser percentage of loan-to-value than the 
amount of the mortgage available to a purchaser. In my opinion, 
there is no possible loophole in this aspect of FHA operations in that 
it is a matter of routine procedure in every FHA office that I know 
of to refuse to issue further commitments for that project if the 
builder closes his loans pursuant to the firm commitment. 

The reason for this ratanet is the very sound one that, if the builder 
cannot sell his homes to satisfactory purchasers, the lack of a further 
market is conclusively proven. The firm-commitment procedure is 
simply a temporary construction loan assistance. It is essential to 
efficient production of homes. 

If the committee, however, desires to enact legislation on this point 
to make assurance doubly sure, I suggest that it provide that FHA 
firm commitments shall be 10 percentage points below the applicable 
ratio of loan-to-value for the particular house. That is to say, if the 
particular house under the statute is eligible for a 90-percent loan in 
the hands of a satisfactory peas the firm commitment to the 
builder for that house should be 80 percent. 

Senator Bennett. Mr. Chairman? 

The Cuarrman. Senator Bennett. 

Senator BenNerr. I would like to go back to page 8 and refer to this 
section of the law of 1951. 

Now, as I interpret that section—and I was involved in writing it 
as a completely new member of the committee—that would still permit 
the builder, even though the loan limit under the law was 90 percent, 
it would still permit him to get 100 percent out of his mortgage on his 
house. It doesn’t limit him to the 90 percent. The certificate only 
requires that it not be in excess of the cost of the house, is that right? 

The question that has been in my mind is why do we fool with 
percentages of 95, 80, and so forth, if we are going to allow the builder 
to go to 100 percent? Why don’t we say 100 percent and let it be 
understood that the Federal Government is expected to supply all 
the capital for the building of these buildings? 
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If we permit him to certify that he has not taken more than 100 
percent, we assume he has complied with the law. 

Mr. Hvuenrs. An efficient builder may build one for 10 or 15 percent. 
[I have put out bids on a $1.5 million building and between 10 builders, 
there may be 10 or 15 percent difference in the bids, at all times. 

Senator BENNETT. We are coming right back to me, and my opinion 
of one of the misconceptions that lies at the base of this problem. On 
one side is the word “cost,” and on the other side is the word “esti- 
mate,” or “value.” We are dealing on one side with the question of 
the builder’s right to a profit and on the other side, we are dealing 
with his right to get a mortgage from the Federal Government. 

Is the builder entitled to get a mortgage in excess of his actual cost 
Is the purpose of this mortgaging program a system which makes it 
possible for the builder to mortgage-out because of a difference between 
the estimated value and the cost, or is it the purpose of the program to 
supply him financing that he needs to build the building up to a cer- 
tain percentage of the actual cost of building the building ? 

We are assuming that in actual costs, we will have to put in archi- 
tect’s fees and reasonable builder’s profit. 

It seems to me we leave these two things hanging in the air. If 
we asume that “mortgage” relates only to “estimate,” and that “profit” 
relates only to ‘cost,” we are leaving a loophole under which every 
smart builder will do everything he can to make sure that the esti 
mate is high enough so that his mortgage will be high enough so 
that his cost will be low enough so he can mortgage-out. 

Mr. Chairman, I think we have to decide before we get this new 
legislation written whether we are going to leave this dual method 
of arriving at the basis for the mortgage, or whether we are going to 
cut it back, finally, to one simple definition which says, as you have 
suggested, that even though we have to begin on an estimate, in the 
end, the mortgage should be related to cost, rather than to this hypo- 
thetical figure drawn out of experience, in the air, in advance. 

I don’t see how you can prevent mortgaging-out in any FHA pro- 
gram as long as you are building your mortgage or you are basing your 
mortgage value on an estimate given in advance. It has no relation 
in the end to the cost. 

It seems to me that the Federal Government is pretty liberal when 
it undertakes to supply 90 or 95 percent of the final cost. 

Otherwise, the industry has no investment. This is an interesting 
situation, where the Federal Government supplies all the capital for 
an industry. I don’t think the law was intended that way, and I 
think part of our job is to tighten it up with the support and approval 
of the industry, so that the mortgage eventually relates to cost. 

Mr. Hueues. You say the Government provides all the capital. It 
provides the insurance that enables us to get the capital, from the 
private investors. 

Senator Busn. To what extent do these section 608 mortgages end 
up in FNMA, in your ee Do you know anything about that? 

Mr. Huones. They sold at a considerable premium. They sold at 
premiums of as high as 105, on the New York market. In the section- 
608’s, I don’t know what percentage it is, but I think we could supply 
it for you. I have in the statement here, which I put in the record, 
I would like to direct your attention to the fact that the FHA figures 
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show a surprisingly low figure of default in the program considering 
the fact that it was of a major nature. 

In the short time that 1 have had to get the information together, 
I don’t have it completely up to date, but as of December 31, 1953, of 
the 7,046 projects in the total section 608 program, FHA has been 
called upon to make good on its insurance contract in only 67 projects. 

Of those, 29 projects totaling 1,977 units had been resold by FHA 
at an aggregate profit of $188,535 over and above the mortgage amounts 
involved. 

Senator Bennetr. I need a little educating. You testified earlier 
that the section 608 program could not have operated without a firm 
advance commitment. asn’t that firm advance commitment made 
by FNMA? 

Mr. Hvueunes. No, that is for production credit or construction 
credit. It enabled the home builder to go out and buy his materials. 
He also had to have somebody to buy the mortgage. That was an- 
other commitment. In those days, we got those commitments largely 
from banks and insurance companies. 

Senator Bennetr. Then FNMA was not involved in this initial 
commitment ? 

Mr. Hueuers. Eight-tenths of 1 percent, according to this figure 
here. 

The Cuamman. What? 

Mr. Hueues. Eight-tenths of 1 percent of the section 608 programs 
are held at this time by FNMA. 

The Cratrman. It is very small. 

Of course, under the section 608’s you see, whether they received 
a considerable amount of money above the actual cost for their mort- 
gage, the harm that has been done is to the rentals, because the rental 
is based on the amount of the mortgage. Ifa man has a mortgage for 
$1 million, and it only cost him $800,000, he got $200,000 which, ac- 
cording to the Internal Revenue Department, they are considering as 
income, 

Likewise, the rent was based on $1 million, rather than $800,000. 

Mr. Hueues. I would like to call your attention to the fact that 
according to Beck’s index of construction costs. which is supposed to 
be an authority on costs of construction, the cost, of building apart- 
ment houses is up 18.7 percent at the end of 1953 over what it was in 
1950, when the last commitment was issued on a section 608. 

The Cuamman, What has that to do with it, Mr. Hughes? 

Mr. Hueues. I think that the overall cost of the houses was very 
reasonable. 

The CuarmrMan. Mr. Hughes, we are not arguing that. What we 
are recommending and what we think we are cael going to write 
into this bill is this: A builder under any title where the Government, 
advance, guarantees to insure 85 percent or 90 or 95 percent, that when 
the project is 100 percent completed and one can sit down and dig u 
what the actual cost is, they adjust the mortgage to that amount. { 
think if we will do that, and FHA will follow it, that we will do, then, 
exactly what I think we all want done, and what I think will be fair 
and equitable. 

I will even go so far as to say I think we ought to give them a little 
leeway in ease a project costs a little more than the appraisal. I don’t 
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know what percentage it ought to be, because honest builders can make 
honest mistakes and estimate too low. 

As you said a scenes ago, it is his mortgage; he has to pay it back. 
In other words, we are perfectly willing, in this committee and the 
Congress, to wnabediies a mortgage for 90 percent of the appraisal 
and we want it to be 90 percent. We don’t want it to be 92 or 88 or 95. 
We want it to be 90 percent. 

Mr. Huenes. It is awfully hard to estimate that close. 

The Cuatrman. That is the point. You can’t estimate that close. 
That is why I am saying at the time the project is finished, then you 
know exactly what the cost is, and it is simple to go back and adjust, 
either up or down. 

Mr. Huenes. On actual cost, we certainly wouldn’t argue with that. 

The CHarrmMan. There is nothing wrong or illegal about that. 
That is wonderful. Who can complain about that ? 

Senator Bennett. The present law wouldn’t produce that situation, 
as you know, Mr. Chairman. We are going to have to change the law. 

The CuarrMan. I am talking about 90 percent of cost. 

Mr. Huenes. You are still talking about rental units? 

The CHAIRMAN. I am talking about any title such as cooperative 
housing, or any other title where the Government, in advance, esti- 
mates, and makes a firm commitment to insure 90 or 95 percent of the 
appraisal—insure the mortgage 90 or 95 percent of the mortgage. 

Mr. Huenes. I want to be sure that you are not referring to houses 
for sale. 

The Cuarmman. We haven’t gotten into that, yet, Mr. Hughes. 
Whether there is any possibility “that abuse is there or has been. we 
certainly have had no testimony that there has been. We have no 
information that there has been but we haven’t gotten into it yet. 
I think we will take a good look at it, but we haven’t any reason at the 
moment to believe there is any possibility of getting more than they are 
entitled to. 

Mr. Hueues. I have just tried to look ahead a little bit and suggest 
that the only way you can mortgage-out on the houses for sale is, 
where you get the firm commitment—and then you can’t sell the house. 
Then you close the loan in the corporate builder’s name and get your 
money for it and pay your bank off for construction money. But the 
FHA has a very firm rule of pre actice on that. 

If you do that, they won’t give you any more commitments, because 
that means the market is closed up in that area 

The CuarrmMan. What we are trying to stop, here, is the man get- 
ting an appraisal of $1 million for a project and getting $1 million 
for it, selling his mortgage for $1 million, and it costs him only 
$600,000. He immediately makes $400,000 profit, continues to own 
the building, continues to rent it, and the rents are based, then, on 
$1 million, rather than $600,000, whereas the Congress intended the 
rents to be fixed on the basis of the $600,000 figure. 

That is what we are trying to avoid in all the titles in the proposed 
bill susceptible to that sort of thing. We are thinking in terms of 
language that will permit them to appraise it and then, when the 
building project is finished, take the actual cost, and adjust it to a 
point of 90 or 95 percent. 

Do you see any reason why that is impractical or that it won't 
work? Will it hurt the industry in any way ? 
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Mr. Hueusrs. No; I don’t think it will hurt the industry. Just so 
it isn’t on the for-sale houses. 

The Cuarrman. Just so what ? 

Mr. Hugues. So it isn’t on the for-sale houses. 

The Carman. We are not talking about for-sale houses. I want 
to make it perfectly clear that so far we have absolutely no infor- 
mation of any alleged irregularities in the so-called for-sale houses. 
We are talking so far—our alleged irregularities are in title I and 
section 608—that is the type of projects we are talking about. 

Are you going to discuss title I, or does your organization know 
anything about that? 

Mr. Hugues. We have a statement in the prepared remarks, there. 

The CHarMan. Senator Frear wanted to ask a question. 

Senator Frear. Referring a little bit to the statement made by 
Senator Bennett regarding « costs, as to tying down the appraisal of 
the agency to cost, I have great sympathy in trying to get to some 
more accurate figure than what the appraiser might make. 

I am yet stumped as to just what a cost figure could be. May I ask 
this question? How could we prevent the builder from stacking up 
his costs with unnecessary items in construction in order to build up 
the difference between 90 and 100 percent, if we want to eliminate 
percentage ? 

Senator Bennerr. Well, there isn’t any way you can prevent a man 
from misusing a program if he is determined to misuse it, but if he 
actually puts those items into the building, somebody will get some 
benefit from them. If it represents padding, in the sense that it 
represents fictitious charges, then, of course, that is another problem. 

Senator Frear. Well, I think we are trying to write something into 
a law to correct abuses. The honest builder, we are not too much 
worried about. He has been giving a pretty satisfactory perform- 
ance on his obligations. It is the fellow who is abusing what the inten- 
tion of the Congress was that we are trying to avoid, now, or trying 
to keep from those abuses being continued. 

I know we would have to continue in our legislation that which 
would not only take in costs, but give some restriction as to cost. Is 
that right? 

Senator Bennerr. I think it is a difficult thing to do, but I think 
we have to make the trial. The way things are at present, the mort- 
gage with an advance estimate is completely out in the blue and the 
fact that there are 1,149 cases indicates that that may be true. 

When you are through, I would like to ask Mr. Hughes another 
question. 

Senator Frear. What I am trying to determine in my own mind, 
and for the amendment to the bill before us on housing, is how to tie 
the percentage down. I am in agreement with many of the state- 
ments you made, but I do think if we are going to use costs, that we 
are going to have to make some pretty firm definition as to costs or 
some restrictions on the builder. If he wants to avoid the law, we 
must tie him down just as close as we can. Some of the good builders 
who are building honestly may have to abide by some restrictions 
that may be annoying, to protect themselves against the abuses by 
builders who may not be first-class. 
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Mr. Hucues. In 1947, I think it was—in the latter part of 1947— 
the price levels had reached an all-time high, since the war. Those 
people who got commitments in 1948, in the first quarter of 1948, 
were based upon the price levels at that time. 

If you will check the records, I think you will find that there was 
quite a dropoff in prices. I bought materials at 20 and 25 percent 
discount in the summer of 1948, based on some statements that came 
out of Washington to the effect that housing was going to be cheaper, 
and so on, 

The jobbers dumped bathtubs in carload lots at a 20- and 25-percent 
discount. You had commitments based on the prices in the latter 
part of 1947, and you bought in the price levels of 1948 and there 
just wasn’t any way, , hardly, that you could keep from making some 
money on that job. 

On the other hand, the FHA price levels followed about 6 months 
behind and those of us who got in in 1949, in the price levels then, 
and built in 1950, when they started back up, lost a lot of money on 
many of our jobs. So it is very difficult to set in advance what the 
cost is going to be. 

Senator Bennerr. It is all the more reason for coming back to the 
adjustment the chairman has suggested, and basing your mortgage on 
actual figures. 

The Carman. We don’t want you to offer loosely any money on a 
project and neither do we want you to make what is called a windfall, 
on these type projects. 

Mr. Hueues. I think that a lot of home builders don’t expect com- 
plete protection. I think it takes away some of the glamour of ‘the 
fotne building business if you do away with the entire possibility of 
loss. 

The CHarrman. It isn’t the possibility of loss. We are talking 
about your mortgage. 

Mr. Hvanes. In ‘1951, I was in charge of the section 908 program 
for NAHB, working with the Housing and Home Finance Agency, 
trying to get our builders to build under it. You put economic 
soundness into the section 908 program, and it was very, very difficult 
to mortgage-out on that one. 

I have heard of no one mortgaging-out on that program. As a 
matter of fact, they built those houses, our boys built those houses all 
over the country. In many instances, the war effort that was sup- 

osed to go into that area didn’t materialize and many of our builders 
ost a good bit of money under the pressure to cooperate with the 
Government on those programs. We haven't howled about that. It 
is just part of the game. 

Senator Bennerr. These section 608’s were made possible only be- 
cause the FHA made a commitment. There have been rumors that 
these commitments were traded in among the builders. Do you have 
any information with respect to that ? 

Mr. Hueues. No, sir; I do not. 

Senator Bennerr. Did you know of any trading, any handing 
around of commitments? “They became a rather valuable property. 
if, because a man had a commitment, he had an op portunity to mort- 
gage-out at a high profit while the man next to him, who couldn’t 
get a commitment, lost that opportunity. 








1480 HOUSING ACT OF 1954 


Mr. Hucues. I never heard of it in section 608. I have heard of 
that in the Wherry Act, but not in section 608’s. 

Senator Bennerr. Mr. Chairman, I think the committee ought to 
attempt to find out from FHA the whole story of these commitments 
to see if we can discover the extent to which commitments were issued 
to particular builders, and then transferred to other builders. 

The Cuarrman. Well, we will do that. 

(The information referred to follows :) 


Feprrat Housing ADMINISTRATION, 
Washington 25, D. C., May 6, 1954. 
Hon. Homer E. Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SENATOR CApEHART: During the hearing on Federal Housing Adminis- 
tration operations held by your committee on April 21, information was re- 
quested from the FHA concerning transfers among builders of FHA mortgage 
insurance commitments for rental housing projects. Reference was made 
(p. 329 of the typed transcript) to rumors that commitments were traded in 
among builders. 

As you know, the FH'A’s commitment to insure a mortgage runs to the lending 
institution which is the mortgagee, rather than to the builder-sponsor or mort- 
gagor. Where the builder-sponsor or mortgagor desires to have a different com- 
pany substituted as mortgagor, the lending institution which holds the insurance 
commitment might or might not be willing to make the loan to the different com- 
pany, and the consent of the local FHA insuring office to the substitution would 
have to be obtained. 

If the substitute company is itself acceptable as a mortgagor, such consent 
would, in the normal case, be justified. There are of course many reasons why 
one building company may properly wish to transfer a project to another com- 
pany. Sometimes the two companies are closely related, but an additional 
investor having joined the sponsor, a new corporation was formed. Sometimes 
the original builder finds that a transfer would be desirable because of other 
construction work which would be more profitable, or unexpected financial dif- 
ficulties, or ill health on the part of a principal officer. In such cases, if the 
substitute company is itself acceptable as a mortgagor, the FHA would have no 
interest in preventing the substitution. 

Regardless of the acceptability of the substitute company, where original 
sponsors or mortgagors attempt to arrange for a substitution of mortgagors in 
connection with arrangements for trading in, or speculating in, FHA mortgage 
insurance commitments, this would constitute an abuse of the FHA program. 
Such trading or speculation would serve no valid economic purpose and would 
clearly tend to raise the cost of the housing. Our files indicate that rumors of 
such trading or speculation were brought to the attention of the FHA and the 
Congress during 1950. Apparently, the expiration of section 608 of the National 
Housing Act led to this practice. 

Prior to the approaching expiration of section 608 in 1950, anyone who had an 
eligible project could obtain a commitment and it was not necessary to purchase 
anyone else’s commitment. FHA staff members who are familiar with rental 
housing operations in the field believe that speculation in FHA commitments 
had its origin in the expiration of the section 608 program. They have not 
heard reports of trading or speculation in other rental housing programs. It 
should nevertheless be recognized that trading or speculation, on a more limited 
scale, could also be motivated in any community where the FHA insuring office 
is holding up or limiting the approval of rental housing projects because it 
feels that the market in that community is nearing a saturation point. In such 
a case, outstanding commitments would attain a searcity value which could 
encourage trading or speculation in that locality. 

Attached is a copy of an FHA letter, dated July 13, 1950, which was addressed 
to the directors of all FHA field offices with respect to “Speculation in resale 
of commitments issued under sections 608 and 207.” This self-explanatory letter 
was issued for the purpose of eliminating such speculation. As explained in 
the letter, it was issued in accordance with a recommendation made by the 
House Committee on Banking and Currency. 

Sincerely yours, 


NorMAN P. Mason, Acting Commissioner. 
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FEDERAL HOUSING ADMINISTRATION, 
Washington 25, D. C., July 18, 1950. 
To: Directors of all field offices. 
Subject : Speculation in resale of commitments issued under sections 608 and 207. 

In the report of the House Committee on Banking and Currency with respect 
to H. R. 7402 appears the following: 

“Attention of the committee was called to the fact that in some cases there had 
been abuses through speculative resale of commitments obtained for FHA mort- 
gage insurance. It is the sense of the committee that appropriate regulations 
could and should be issued by the Federal Housing Commissioner to prevent 
speculations in any FHA mortgage insurance commitments.” 

This portion of the committee report was not intended to apply to the transfer 
or assignment of a commitment from one mortgagee to another but rather to the 
amendment of an outstanding commitment by substitution of a mortgagor, or 
sponsor or sponsors, particularly with respect to rental housing projects under 
sections 608 and 207. 

Such an amendment to a commitment is, of course, entirely within the control 
of the insuring office since it could not be made without the consent and approval 
of this Administration. 

You are advised that with respect to outstanding commitments it is contrary 
to Administration policy to consent to the substitution of a mortgagor, or sponsor 
or sponsors, when such substitution is for speculative purposes. Such substitu- 
tion will be permitted only in those cases in which, following consideration of all 
the facts and circumstances surrounding the case, the Director is satisfied that 
the proposed substitution is not for speculative purposes; and then only, follow- 
ing examination of credit information in accordance with underwriting proce- 
dure, when it has been determined that the mortgagor, or sponsor, or sponsors, 
proposed to be substituted are acceptable from an underwriting and adminis- 
trative point of view as if such mortgagor, or sponsor, or sponsors, had been a 
party or parties to the original application for mortgage insurance. 

Very truly yours, 
CLYpE L. POWELL, Assistant Commissioner. 

The Cuatrman. I have in my hand, here, 251 cases of where the 
section 608 projects were mortgaged-out from 110 percent up. 

For example, here is one where the appraisal was $4,270,000—the 
mortgage was $4,270,000—the cost was about $2,935,000. He made 
$1,316,874.48. He wanted to pay 26 percent, or capital gains tax on 
it, instead of considering it normal income. He made $1,316,000. 
Now, how can that happen, Mr. Hughes? 

Mr. Hueues. That is a better deal than I know of. 

The CuatrmMan. There are some that are better than that. 

Mr. Huenes. How many units are in there, Senator ? 

The CHarrMan. We have that downstairs but we don’t have it here. 
This just shows the mortgage, the cost, the profit. 

Senator Frear. Does it give you the State? 

The CHatrmMan. Not this list. 

Mr. Hucnes. Does it show the year ? 

The Cuarrman. No, but we have all that. 

We have 1,149 cases taken directly from the income tax returns of 
these people. These figures are taken from their income-tax returns, 
because in this instance they admitted it was profit. They admitted 
it happened and wanted to pay capital-gains tax instead of normal 
income tax. There are 1,149 of them. We have the names and ad- 
dresses and the whole story and their income-tax returns. Of course, 
that is not to be made public and will not be made public. It is for 
the use of the committee. 

That is the sort of thing we are trying to stop, that we are sincere 
and honest about. I am sure you are, too. I think you just got a 
little excited, you people, and issued a statement, maybe, that you 
shouldn’t have done. Jam quite certain you are sorry for it. 
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Mr. Hueues. | have tried to apologize several times. 

Senator rear. How far do you want to hold that man responsible 
for the actions of his statf¢ 

Lhe Cuairman. Everybody is entitled to make one mistake, but 
let’s not make too many. 

Do you have any information on inspectors and appraisers for 
FHA?‘ Do you have anything you care to say about that‘ How 
we may improve that particular phase of FHA ¢ 

Mr. Hucues. No, 1 don’t. 

‘Lhe CHairMan. is it your observation that they have had a suffi- 
ciency of them, or that they have been short of them, do you think ¢ 

Mr. Hucues. At various times there have been charges of insuffi- 
cient appraisers on the staff. I think there are insufficient appraisers 
in a number of areas at this time. 1 have had indications in the last 
month. In my own area, they are a month to 6 weeks behind in all 
their work, 

Lhe Cuamman, Mr. Hughes, tell us what you can about title 1. 
Give us ail the help you can. 

Mr. Hucues. Well, sir, most of our builders do not do the title 1 
work. We may have some who do but we have checked and find it is 
a very small percentage. 1 was on the President’s Advisory Com- 
mittee last summer and fail and we studied this thing pretty dili- 
gently, at that time. I thought at that time that the reguiations that 
were proposed for the FHA, if put into effect, were sufficient. It 
seems to me that perhaps those regulations might be put into the 
law. ‘Lhat might make it perform a little better. 

The CuaikMan. You mean take the good regulations which you 
think they have put into effect recently, and make it a part of the law ¢ 

Mr. Hugues, That might have some efiect. 

‘Lhe CuarrMan. Have you personally had any experience with 
title 1? 

Mr. Hueues. Yes, sir. My lumberyard has had experience with 
titie 1. We tind it is very competitive in our area, though. All the 
lumberyards and dealers use it. 1 personally don’t know much about 
any abuses. ‘There haven’t been any claims or arguments in the ones 
i have had anything to do with. 

1f you really want to tighten it up, you can get the dealer to endorse 
that paper. 

The Cuairman. We have been suggesting that as one remedy. We 
are not far enough along yet to know whether or not—of course it 
only works where the dealer is involved. You see the home owner 
has the right to go down as far as $2,500 and pick his own dealer. 
When he borrows the money, the bank doesn’t know what dealer he 
is going to pick, so this second party endorsement on the note wouldn’t 
apply under those circumstances. I don’t know how you are going 
to tighten that one up. 

Mr. Hucues. I am wondering if your complaints are not less when 
they go direct to the bank and make the deal. 

‘the Cuairnman. We don’t have any figures or facts on it, but we 
are not through yet. 

You haven't any suggestions on that? 

Mr. Hueues. 1 thought maybe you might consider establishing 
within the FHA a Compliance Division that would be adequate for 
the size and importance of the agency and the scope of its operations. 
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It seems that 6 people wouldn’t be adequate to look after the compli- 
ance in an organization where their own employees number 4,000, 
and there are 2 million loans in that particular type, But the six 
people cover the whole of their operations. 

The Cuairman. You see the unscrupulous salesman and the un- 
scrupulous dealer, while they are by far in the great minority, have, 
I think, done a lot of harm to FHA, and done a lot of harm to the 
industry. 

We will have Mr. Olney, of the Department of Justice, as one of our 
witnesses on Friday. He has a lot of information on violations of 
title I. But it is rather hard at the moment to figure out ways and 
means of tightening it up. We would like to get the benefit of your 
help today, if we can, and if not, maybe your board of directors could 
meet and you could get together and do a little investigating your- 
selves; a little studying of the problem. 

Mr. Hucues. We have our executive meeting here today. We will 
meet this afternoon, and we pledge our cooperation to work with you 
not only on this but on the certification for the section 213’s and the 
section 207’s. If we come up with any ideas we will be very glad to 
bring them to you. 

The Cuarrman. What we want to stop is these gentlemen making 
a profit on these types of projects. 

When the mortgage is more than the actual 90 percent of the cost 
which we wrote into the law, then the rents are higher. Of course, 
you can say, “Well, the record has been very good on repayments to 
date,” and we agree with that, but, of course, this is a new project. 
Most of these projects, you know, were built in 1947, 1948, 1949, and 
1950—most of them in 19! 50—and most of them were then just being 
completed. We don’t know what is going to happen in the next 10, 15 
or 20 years on these mortgages, because they run many years. While 
they are in good shape now they may not be in such good shape 10 
years from now. But the unfortunate part is that wherever this mort- 
gage is higher than 90 percent of the estimated cost, then the people 
paying rents are paying more rents than we intended that they should 
by the law. 

You agree with that, don’t you? 

Mr. Hucnes. I agree with the objective; yes, sir. I didn’t quite get 
what you said. You said that the section 608’s were very new and you 
didn’t know how they would work out over a period of time. That is 
true, but I would like to call to your attention—that is the reason I 
brought out the index of construction costs, that because they are up 18 
percent more than they were at that time. And also the reserves in the 
title are in excess of $167 million, and the debenture system furnishes as 
a pad against losses, which I think will probably make this section a 
pretty good section, insofar as the FHA is concerned. 

The Cuaran. I think, generally speaking, that is true, but what 
we are trying to do here now is to deal with the unscrupulous person 
who takes advantage of technicalities in the law, or the law itself. 
That is what we are dealing with. We are trying to write this new bill 
to eliminate all the abuses that evidently have been entering into this 
whole Federal housing business. 

Mr. Hueues. We honestly and sincerely pledge our support. 

Senator Lenman. I don’t think anybody has been a stronger sup- 
porter of public housing and Federal housing than I have been. But 
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I think you people in the industry should be aware of the fact that the 
things that have been represented or brought out, those allegations to 
some extent or to a considerable extent have shaken the confidence of 
the public in this whole program. It is going to have its impact on 
the Cecartens when a housing bill comes before them. 

I think there is no doubt that in a great many instances, although 
no criminal statute has been broken, nonetheless an advantage has 
been taken, because of loopholes in the law, which has made it pos- 
sible for people to mortgage out at a profit. That may not, in the 
long run, cost the Government a great amount of money, but it cer- 
tainly does cost the tenants increased charges in the form of rentals. 

I just can’t believe that it is right that a man can go ahead and, 
under the law, possibly acting perfectly legally under existing law, 
get a loan so far greater than his ultimate cost that he will be able 
to make a large profit. Whether that profit is considered a capital 
gain or an income doesn’t make any difference, it is a profit, and in 
some cases it is a very large profit. 

I believe if you gentlemen who are in the industry have nothing 
more important to do than to tighten this thing up so that people will 
be satisfied, and see that there are no serious abuses in the operation 
of this law. As long as there is doubt in the minds of the public, it 
is going to have its impact just as sure as shooting. First in this 
committee, and then the Congress of the United States. I think it is 
very important for you gentlemen to make it very clear through sug- 
gestion, possibly coming from you—and I hope they will come from 
you—that you are going to favor the tightening up of this law so that 
there are no loopholes that would permit unreasonable and unfair and 
unjustified profits, which do mulct the public in the long run. 

Mr. Hvueues. We have tried to say most of the things that you have 
said in our statement, and we have tried to make suggestions. So 
far as we now know, we have spoken to things that would correct and 
stop any possibility of mortgaging out in the future on these rental 
projects. We have pledged ‘to you that we will keep on working on 
the thing, and if we get any additional ideas we will come and submit 
them. 

Senator Lenman. Well, the reason I made this statement was that 
I didn’t hear your statement in full this morning, unfortunately. 
I had to go to another meeting. However, I do recall the testi- 
mony which you gave in your previous appearance. I think at that 
time you testified that you did not think that the existing law 
required any amendments or improvement. You must have been 
aware, it seems to me, of some of the practices—technically legal 
practices, but nonetheless costly practices—that have been in force 
for a good many years. 

Mr. Hucues. The law as proposed under section 207—the rental 
proposals in this bill—they don’t have the same concept that section 
608 has. Section 608 had a concept of emergency housing. Section 
207 has a concept of economic soundness, and I don’t really think 
that there is anywhere near the possibility of mortgaging out on 
a section 207, and I say that honestly and sincerely. At the same 
time, I proposed an amendment similar to the one that was put iuto 
section 908 in 1951, which I think would do away completely with 
the possibility of that happening. 
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The Cuarkman. You can do a lot, I think, with your industry, to 
weed out these chiselers. They are in the minority, of course, but 
you could do a lot, and I know you will. 

Senator Leuman. Mr. Chairman, I want to ask you a question. 
My office and I are getting a substantial number of calls from news- 
papermen who want the names of the section 608 builders who have 
mortgages out in New York State. I would greatly appreciate it 
if you, as committee chairman, would tell us now what the situation 
is with respect to these names and whether you plan to make them 
available to the public. 

The Cuatrman. I will be delighted to answer the question. 

As you know, the information that we have is taken from the 
internal revenue returns of the individual builders—1,149 of them. 
They were turned over to us by the President of the United States, 
or rather by the Internal Revenue Service, as a result of an Executive 
order from the President. Under the law, any information taken 
from an income-tax return, of course, is confidential and cannot be 
given out to anyone, except upon a directive of the President of the 
United States, to certain departments of Government who are entitled 
to it, in order to carry on their business. 

A committee such as ours is entitled to it, but even then only 
upon a directive of the President of the United States. Therefore, 
the names of the 1,159 will not be given out. We have no right to 
give them out and they will not be given out. However, we will 

call as witnesses many of the people whose names we have, in public 
hensinan and, of course as we call them as witnesses when we get 
into the real investigation of this matter, then they will become public. 

However, unt that time we cannot, under the law, give the names 
out, as I understand the law. I mi rht, at this point without objec- 
tion, make a part of this hearing title 26 of the Internal Revenue 
Act, which covers this subject, Senator. 

Senator Lenman. Thank you very much, Mr. Chairman. 

(The information referred to follows :) 


TITLE 26—INTERNAL REVENUE 
CHAPTER I—INTERNAL REVENUE SERVICE, DEPARTMENT OF THE TREASURY 
Subchapter E—Administrative Provisions Common to Various Taxes 
[T. D. 6064] 
Part 458—INSPECTION oF RETURNS 


INSPECTION OF CERTAIN RETURNS BY COMMITTEES OF CONGRESS OTHER THAN THOSE 
ENUMERATED IN SECTION 55 (D) OF THE INTERNAL REVENUE CODE 


§ 458.321 Inspection of returns by committees of Congress other than those 
enumerated in section 55 (dad). (a) (1) Pursuant to the provisions of sections 
55 (a), 508, 603, 729 (a), and 1204 of the Internal Revenue Code (53 Stat. 29, 
111, 171; 54 Stat. 989, 1008; 55 Stat. 722; 26 U. 8. C. 55 (a), 508, 603, 729 (a), 
and 1204), any income, excess-profits, declared value excess-profits, capital stock, 
estate, or gift tax return for any taxable year shall be open to inspection by any 
committee of the Congress, or any subcommittee of a committee of the Congress, 
specially authorized to inspect such returns by an Executive order * issued under 
the aforementioned statutory provisions on or after the date of the approval of 
this section. Such inspection shall be subject to the conditions and restrictions 


1 See Title 3, Executive Order 10518, Supra. 
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imposed by the Executive order and the rules and regulations hereinafter 
prescribed. 

(2) The inspection of any of the aforementioned returns may be made by 
the Committee of the Congress, or the subcommittee of a committee of the 
Congress, authorized as provided in subparagraph (1) of this paragraph, 
acting directly as a committee or as a subcommittee, or by or through such 
examiners or agents as such committee or subcommittee may designate or 
appoint in its written request hereinafter mentioned. Upon written request 
by the chairman of such committee or of such subcommittee to the Secretary of 
the Treasury, giving the names and addresses of the taxpayers whose returns 
it is necessary to inspect and the taxable periods covered by the returns, the 
Secretary of the Treasury or any officer or employee of the Teasury Department, 
with the approval of the Secretary of the Treasury, shall furnish such committee 
or subcommittee with any data relating to or contained in any such return or 
shall make such return available for inspection by such committee or subcom- 
mittee or by such examiners or agents as such committee or subcommittee may 
designate or appoint. Such data shall be furnished, or such return shall be made 
available for inspection, in an office of the Internal Revenue Service. Any infor- 
mation thus obtained by such committee or subcommittee shall be held confi- 
dential: Provided, however, That any portion thereof relevant or pertinent to the 
purpose of the investigation may be submitted by the investigating committee to 
the appropriate House of the Congress. 

(3) This section shall not be applicable to any committee authorized by section 
55 (d) of the Internal Revenue Code to inspect returns. 

(b) Because this section constitutes a general statement of policy and estab- 
lishes a rule of Departmental practice and procedure, it is found that it is 
unnecessary to issue this section with notice and public procedure thereon under 
section 4 (a) of the Administrative Procedure Act, approved June 11, 1946, or 
subject to the effective date limitation of section 4 (c) of that Act. 

(c) This section shall be effective upon its filing for publication in the FrenrraL 
REGISTER. 


(53 Stat. 467, 26 U. 8. C. 3791) 


[SEAL ] M. B. Forsom, 
Acting Secretary of the Treasury. 

The Cuarmman. The Internal Revenue Service has already given 
out the total number of 1,149, but we cannot give out the names with- 
out violating the law, as I understand it. 

We are going to check it very thoroughly. It may well be that 
I am wrong in the statement I have just made, but I do not think I am. 
If we find later that we can give them out, of course, you being a mem- 
her of this committee, we will give the names of the people in New 
York to you. 

One other thing, Mr. Hughes. We are getting some complaints that 
some builders of projects insured by FHA under section 608 or other 
provisions of law are not paying the prevailing wages in the com- 
munities where the projects are being built. Do you have any infor- 
mation on that? I am not thinking primarily of individual homes 
for sale where the mortgage is insured by FHA. 

Mr. Hucues. No; I don’t have any information on that. 

The Cnatrman. We are getting quite a number of complaints on 
that—that they are not paying the prevailing wages. 

Of your own knowledge, you know nothing about it? 

Mr. Huenes. I know of nothing. I thought the Department of 
Labor was working on that. 

The Cuatman. Well, now, Mr. Hughes, we would appreciate it 
very much if your executive group would meet and go over this whole 
matter, go over the proposed legislation again, and give us the benefit 
of your advice. We are interested at the moment in two things—one, 
in eliminating this what we call mortgaging out, which is, I think, a 
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common term now, and everybody understands what we mean, and 
the other is finding some way to eliminate the chiseler under title I. 
We would appreciate your help very, very much. We have 2 more 
days of hearings, and then we are going to meet. as soon as we can to 
start writing up this bill that is before the committee and get it before 
the Senate fod get it passed and get it into law. We are going to 
do everything we scoaalile can to move it along as fast as we can, but, 
at the same time, we are not going to knowingly leave any loop- 
holes in it. 

We are going to tighten it up as best we can, based upon the experi- 
ence that we have now had. We appreciate your help. We are a 
little critical of your press releases, and, I think, rightfully so, and 
we are a little critical of the speech you made, too, which I hold in 
my hand, but I shall not make any comment about it. 

You will find that is not, I don’t think, in the best interests of the 
builders of America to bite the hand that has been feeding it, and the 
Congress of the United States has been passing these laws and the 
President of the United States has been recommending them, and we 
want your cooperation. We know we will get it from now on. 

Unless there is something further to come before the committee, 
we will say thanks, and we may want to call you back later for more 
help. We will stand in recess until 2:30, at which time our witness 
will be the Mortgage Bankers Association. We will meet at 2:30 
in this room. Mr. Hughes’ statement will be made a part of the 
record. I don’t think you read quite all of it. 

Mr. Hueues. Mr. Chairman, I would like to again thank you for 
the opportunity of appearing before you and tell you that we will 
cooperate with you, and I thank you. I think your hearings have 
been fair and impartial, and I hope that we can help you in some way. 

The Cnatrman. We appreciate that; we know you will and we 

appreciate your coming here. I don’t think anyone is hysterical now. 
We are going to get this job done and done as it should be done. 

(The prep: ared statement of Mr. Hughes follows :) 


STATEMENT OF R. G. HuGHES, PRESIDENT, NATIONAL ASSOCIATION OF HomME 
BUILDERS 


Mr. Chairman and members of the committee, let me make one thing very 
clear at the start. The objectives of this hearing, as expressed in the con- 
structive opening statemnt of Chairman Capehart, are those of the National 
Association of Home Builders and of myself personally. May I express to your 
chairman my heartfelt appreciation of the statesmanlike remarks made on 
Monday, which I am sure express the feeling of this entire committee. I believe 
that it is high time that a voice is raised to say the things that Senator Capehart 
said concerning the great good that has been and still can be accomplished 
by the FHA, and the efficiency and honesty of the overwhelming majority of 
its personnel. 

You have asked me to give testimony regarding amendments which will 
prevent recurrence of conditions recently alleged in connection with FHA. In 
agreement with the Housing and Home Finance Administrator and the Admin- 
istration, which prepared S. 2938, I regard it as sound, constructive legislation. 
Gentlemen, I can say to you in all sincerity that, if I had thought there were 
any “loopholes” in the bill before you, I would have suggested corrective meas- 
ures when I testified a month ago. However, in view of the present situation, 
I shall make some suggestions later in my testimony that I ae may be 
helpful. 

Whether or not the housing legislation before you passes—and ‘the form 
in which it passes—is not the most important matter at this time. Our first 
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concern is that public confidence in the FHA and in the entire home-building 
industry has been shaken. 

The sole interest of the National Association of Home Builders and its mem- 
bers is to provide needed homes for the American people at reasonable prices. 
We are, therefore, vitally interested at this time in helping this committee 
to do whatever may be necessary to restore the confidence of the American 
people in the integrity of FHA, without which agency the American home- 
building industry cannot do its full job. If any individual cases of illegal 
action have occurred—whether or not they involve persons in or out of the 
Government or members of this association—the National Association of Home 
suilders and I, as its president, pledge our utmost efforts to assist you in every 
possible way to uncover them. 

But, while doing this job, I plead with this entire committee to do your utmost 
to reassure the American people that the FHA is a sound financing institution, 
deserving of public confidence; that the overwhelming bulk of its personnel 
are honest, hardworking people who have done a good job; and that the millions 
of houses that the American people have attained through its insurance program 
are good values. 

Much damage has already been done to the entire FHA program, even though, 
at worst, the charges advanced have been estimated as covering only one-tenth 
of 1 percent of FHA’s mortgage-insurance program. Since the present home- 
building industry has used the FHA as the basis or backbone of the industry 
and the source of its production credit, damage to the integrity of the FHA 
will directly reduce the volume of homes. The “finger of suspicion” is now 
pointed at thousands of ethical home builders in all parts of the country. The 
home-building industry, comprised of these home builders, mortgage lenders, 
manufacturers and their employees—which has consistently produced $12 bil- 
lion in annual business—cannot operate efficiently under such an atmosphere. 

Reports from builders, lenders, and manufacturers from all parts of the 
country have convinced us that the situation is extremely serious and—unless 
something is done quickly to restore the confidence of the people in the integrity 
of FHA—might well assume proportions bordering on hysteria. In my opinion, 
it is not unreasonable to assume that this hysteria could spread to the Veterans’ 
Administration loan-guaranty program. 

It is against this background that the words of Chairman Capehart’s opening 
statement are particularly important. He pointed out “that the maintenance of 
our economic health is to a large extent dependent upon a healthy home-building 
industry” and called attention to the continued need for a soundly functioning 
FHA to keep the home-building industry healthy. He stressed the determination 
of this committee to bring about that result. 

During its 20 years’ existence the FHA has received from many sources the 
highest praise for the soundness of its conception and the general effectiveness 
of its administration. It has received praise from Senators and Representatives 
of both parties, from bankers, industry leaders, citizens’ groups. Financial rep- 
resentatives of nations from all over the world have come to study it as a possible 
method in their own countries to bolster their economies. Only last year Canada, 
after experimenting with other forms of assistance to home purchasers, initiated 
a “Canadian FHA.” 

The FHA, with its firm commitment, is the very backbone of the present home- 
building industry. The FHA firm commitment is the keystone of the modern 
home-builder’s operation. It enables him to get construction money and thereby 
to produce and buy in volume. The direct result is that the industry—which a 
few short years ago was criticized on all sides for being archaic in its methods— 
has been able to develop into a modern industry which produced 8 million homes 
since the close of World War II and this production has been at constantly 
decreasing comparative cost. 

Government statistics show that Americans spent 11.4 percent of their con- 
sumer incomes for housing in 1953, as compared to 14.5 percent in 1929. In my 
opinion, the firm commitment and the FHA mortgage pattern, combined, of 
course, with the VA loan, have been responsible for the fact that people are 
spending approximately 21 percent less of their incomes for shelter than they 
were in 1929. 

In testifying before this committee about a month ago I pledged the complete 
support of the home-building industry to a housing program which we sincerely 
and strongly felt—and still feel—could go far toward meeting the housing needs 
of this country and at the same time increase the home-building industry’s vol- 
ume of production from $12 billion to $18 billion annually. Our pledge was based 
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on the passage of S. 2938, with certain amendments, but inherent in it was the 
assumption that there would be in operation a strong, soundly functioning Fed- 
eral Housing Administration. Every new feature in this bill depends upon such 
a strong, soundly functioning agency. But, as I have stated, no housing pro- 
gram—certainly not an expanded housing program—can be accomplished unless 
the American people have complete faith and confidence in the integrity of the 
FHA and in the builders of this Nation. 

With respect to specific suggestions for incorporation into S. 2938, only a small 
percentage of home builders engage in modernization work. Our suggestions 
with respect to title I, therefore, would not be of as much value to this com- 
mittee as the suggestions of others more familiar with this specialized subject. 

As a member of the President’s Advisory Committee I personally agreed last 
fall with other members of that committee that the regulations proposed by FHA 
at that time and put into effect December 1, 1953, would go far toward correcting 
the possibility of abuse of the title I program. I suggest that you consider enact- 
ing those regulations into law. 

It would seem to us further that the suggestion made to the committee on 
Monday that the dealer should endorse title I paper is worthy of study. 

Finally I suggest that you consider establishing within FHA a Compliance 
Division adequate to the size and importance of that agency and the scope of 
its operations, 

With respect to section 608, I would first like to make certain observations. 

It may be helpful to the committee to have my own experience under the 608 
program. I built two comparatively small 608 projects comprising 56 and 108 
units, respectively. When I finished both of these I had invested in them a 
valuable piece of land, the expense of architects and other services of my staff, 
and considerable cash. To use the term that I have seen in the headlines, I did 
not “mortgage out.” 

Gentlemen, that concluded my experience with section 608, I decided to go 
back to the building of homes for sale. 

Of the hundreds of builders to whom I have talked in the last few years, 
a good many have told me of similar experiences; some have told me that 
they came out even with no investment in the project but their time and efforts; 
and others have said that they have made a profit because they were able to buy 
cheaply through mass production, or got a break in the weather, or because they 
were just better builders than the average, or because the prices of materials 
dropped between the time of commitment and completion of the project. Of 
course, the committee understands that the reverse can and frequently does 
happen. Many a builder was caught in a rising price market. 

It is in the light of this experience that I would like to make certain observa- 
tions on section 608. 

(1) Most, if not all, of the housing under this program was constructed at 
a time when our industry was under great pressure from the Government and 
the public to meet an acute housing shortage. Section 608 was enacted and 
administered at a time when both the executive and legislative branches of the 
Federal Government were almost frantically seeking every conceivable induce- 
ment to attain a maximum of private and public construction—particularly 
rental housing. 

The Government even expended hundreds of millions of dollars by direct ap- 
propriation for flimsy, temporary dwellings for veterans and students, knowing 
that their use was justified only for a short time. We certainly do not condone 
mistakes made even in such an atmosphere but the climate prevailing at the 
time should at least be considered and understood. 

(2) The overwhelming majority of builders, prior to the war, built only homes 
for sale. The section 608 program was intended to attract them into the con- 
struction of rental housing and considerable effort was devoted by Federal 
officials to that end in order to produce the housing that was then desperately 
needed. 

(3) I want to make it clear that it is an entirely possible and not unusual 
result, in ordinary noninsured conventional financing of commercial properties, 
for actual out-of-pocket construction costs to the builder to be less than the 
amount of the mortgage. So-called “mortgaging out” is not confined to FHA- 
insured lending, as seems to be the prevailing impression. 

(4) In section 608 cases, the developer was usually his own builder. Any 
so-called profit made in such transactions is, in effect, compensation for the 
builder’s overhead and efforts. It is the equivalent of a contractor’s fee plus 
a fee for the extra work required in 608 cases over and above that generally 
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performed by a contractor. In the usual case, it was less than would have been 
paid had a third party contractor been hired to do the building. 

(5) The possibility of mortgaging out and therefore the amount of profit to 
the builder obviously increases with the increase in the percentage of loan to 
value, Section 608 was purposely designed by the Congress to offer the most 
liberal terms to builders. 

(6) The fact that a builder’s actual cost may prove to be less than the mort- 
gage, whether under FHA financing or otherwise, does not of itself indicate 
that the loan has been excessive; that the appraiser has been careless or lax; 
or that there have been irregularities. 

It is my conviction that the 465,000 units of rental housing which were built 
under 608 could not have been produced as cheaply in any othe fashion. The 
impression that the Government has lost millions of dollars and that tenants 
have been charged excessive rents is, in my opinion, erroneous with respect to 
the vast majority of these projects. I direct your attention to the FHA figures 
which show a surprisingly low percentage of defaults in this program, particu- 
larly considering its emergency nature. In the short time since I received your 
invitation, I have not been able to obtain up-to-date figures but the official re- 
ports show that, as of December 31, 1953, of the 7,046 projects in the total 608 
program, FHA had been called upon to make good on its insurance contract in 
only 267 projects. “Of those, 29 projects totaling 1,977 units had been resold by 
FHA at an aggregate profit of $188,535 over and above the mortgage amounts 
involved.” Bear in mind that these were projects produced in areas of sud- 
den and urgent demand, some of them during wartime and subject to shifts 
of population that occurred after the war. 

The project still in FHA’s portfolio, so far as I can determine, are paying their 
own way out of rental receipts and form a more than adequate base for the 
FHA debentures which were issued against them on conveyance to FHA after 
default. 

The bill before you treats of rental housing in three places. At section 115, it 
amends section 207 of the National Housing Act. At section 123, it deals with 
rental housing in blighted areas under the proposed new section 220; and at 
section 119 it amends section 213 of the National Housing Act, which provides 
for cooperative housing. 

The only method that I know of to assure that the mortgage shall not exceed 
actual cost of construction (as distinguished from estimated cost) is to provide 
in each of these sections a provision similar to section 908 (b) (3) of the National 
Housing Act, as amended in September 1951. I would suggest, however, that 
the laneuage of this section be clarified to inelude in the definition of “cost” 
whatever amount this committee feels should be the proper allowance for a con- 
tractor’s fee and architect’s fee. 

I feel that the committee should understand that the problem we are discuss- 
ing is, by its nature, confined to income properties, where the builder retains tne 
property for continued operation. It does not arise in connection with sales 
properties, for the simple reason that in a sales transaction the entire proceeds 
of sale go to the builder, whether derived from the mortgage or the amount of 
downpayment that the purchaser supplies. The low downpayment in a sales 
transaction is for the benefit of the purchaser and only indirectly for the benefit 
of the builder in that it widens his market. 

There is, however, one aspect of FHA operations in the sales field in which 
the builder may become the mortgagor. This is known as the firm commitment 
to builder, as distinguished from the FHA conditional commitment which is 
conditioned upon sale of the home to a satisfactory purchaser. It is at a sub- 
stantially lesser percentage of loan to value than the amount of the mortgage 
available to a purchaser. In my opinion, there is no possible loophole in this 
aspect of FHA operations in that it is a matter of routine procedure in every 
FHA office that I know of to refuse to issue further commitments for that 
project if the builder closes his loans pursuant to the firm commitment. The 
reason for this refusal is the very sound one that, if the builder cannot sell 
his homes to satisfactory purchasers, the lack of a further market is con- 
clusively proven. The firm commitment procedure is simply a temporary con- 
struction loan assistance. It is essential to efficient production of homes. 

If the committee, however, desires to enact legislation on this point to make 
assurance doubly sure, I suggest that it provide that FHA firm commitments 
shall be 10 percentage points below the applicable ratio of loan to value for the 
particular house. That is to say, if the particular house under the statute is 
eligible for a 90-percent loan in the hands of a satisfactory purchaser, the 
firm commitment to the builder for that house should be 80 percent. 
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Mr. Chairman and gentlemen, may I thank you for your courtesy and again 
assure you that the Nationai Association of Home Builders and I, as its presi- 
dent, are entirely at your disposal to accomplish results that we all seek in 
common and that I feel are of tremendous importance to the American people 
and the American economy. 

The Cuarrman. We now stand in recess until 2: 30. 

(Whereupon, at 12:10 p. m. the committee recessed, to reconvene 
at 2:30 p. m. the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2:40 p. m., Senator Homer E. Cape- 
hart (chairman) presiding. 

The CHamman. The committee will please come to order. 

I believe our first and only witness this afternoon is Mr. Samuel E. 
Neel, general counsel, Mortgage Bankers Association of America. 

I believe, Mr. Neel, you have a prepared statement, do you not? 


STATEMENT OF SAMUEL E. NEEL, GENERAL COUNSEL, MORTGAGE 
BANKERS ASSOCIATION OF AMERICA 


Mr. Neew. I do, sir. 

The Cuamman. I presume you would like to read that. 

Mr. Neex. I would like to. 

The CHarMan. Before you read that, I would like to ask you this 
question. I am going to read from something. You got out a reso- 
lution, did you not, your Mortgage Bankers Association, on this whole 
subject ? 

Mr. Negev. We made a statement—that is, the president of the asso- 
ciation made a statement to the press regarding the manner in which 
Mr. Hollyday was dismissed from his office, sir. 

The CuHarmman. You said: 

The forced resignation of Guy T. O. Hollyday as Commissioner of the Federal 
Housing Administration is unwise and unjust. In Mr. Hollyday’s resignation, 
the Administration and the entire country have suffered a great loss. 


Mr. Nee. We did say that, sir. 
The Cratrman. You also said, and this is really the substance of 
what I want to talk to you about: 


In our opinion, Mr. Hollyday’s resignation has been forced, not because of 
any indifference to abuses of the FHA system, even though that is the announced 
reason. We wonder whether the real motive behind this summary firing is the 
fact that Mr. Hollyday is known to have opposed the administration’s plan to 
transfer from the FHA to the Housing and Home Finance Agency the authority 
and the responsibility placed by the Congress with FHA. The effect of Mr. 
Hollyday’s firing is to remove a man who opposed this centralization of control 
which he believed to be wrong, and the weakening of the agency he was ap 
pointed to administer. 

Mr. Hollyday’s summary dismissal will be regretted by everyone who knows 
him, knows what he stands for, and knows what he has endeavored to accomplish 
for the Administration. It is a blow to good government and to the cause of 
enlisting intelligent and honest people in the Government. 


My question is, You say Mr. Hollyday opposed the administration’s 
plan to transfer functions from the FHA to the HHFA, As a part 
of this study, we would like you to tell us exactly what you know 
about that plan and why you are so certain that is the reason the 
President of the United States discharged Mr. Hollyday. 
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Mr. Neg. I will be glad to tell you what I know about it, Senator. 
I should like to point out that the statement has a paragraph prior 
to the one which you read. I should also like to point out that that 
statement is not phrased in terms of a certainty, but is phrased in 
terms of a question. 

The paragraph immediately preceding the one that you read points 
out that the announced reasons for Mr. Hollyday’s dismissal related 
to, first, a program which had been terminated by Congress in 1950, 
and also related to the operation of the title I program which we in 
the Mortgage Bankers Association have been familiar with, and were 
familiar with, and the steps which Mr. Hollyday had taken to correct 
the so-called abuses in the program. Therefore, the announced reasons 
for Mr. Hollyday’s dismissal—and I take it there is no question but 
what. he was dismissed, in view of his testimony and Mr. Cole’s testi- 
mony that I have just had an opportunity to read—in our opinion, 
those reasons were sufficiently inadequate to cause us to wonder 
whether there was not another reason behind his dismissal. 

Now, as I state, although the question you have asked me does not 
relate to the purpose for which you invited us to appear, we will be 
happy to discuss it if that is your pleasure. 

The Cuatrrman. Well, this was just called to my attention. You 
seem to impugn the motives of the President of the United States in 
his dismissing the man. 

Mr. Nreu. No, sir; we didn’t do that. 

The Cuarrman. What we would like to know is—if you don’t care to 
answer now, I will say this to you: When we get into the real investiga- 
tion of this business, then we certainly will call you, having made this 
statement, and ask you many questions about what you know about 
it, because you make this direct charge against the President of the 
United States, that he discharged Hollyday for one reason and had 
another one in mind. 

Have you any positive facts or any information, or was it that you 
just wanted to shoot off ? 

Mr. Nerv. No; the association which I represent has never “shot 
off” in my experience with the association. 

The Cuarrman. Why do you make such a statement if you have no 
facts to back it up? Do you have facts to back it up? 

Mr. Nerv. We made the statement because the announced reasons 
for Mr. Hollyday’s dismissal were so unbelievable to us that we could 
not help but wonder whether there was not a reason and we still 
wonder whether there was not a reason. We are familiar with a pro- 
posed Presidential reorganization plan and the circumstances sur- 
rounding its preparation and its proposed transmittal to the Congress. 
I am prepared and would be happy to tell you what I know about that 
matter, and what reagons we had for making the statement we made, if 
you wish it at the present time, or I will do it later. 

The Carman. I think maybe—what is your pleasure? If you 
are prepared, I think we will listen to it. 

Mr. Neev. All right, sir. 

The President’s Advisory Committee, among the subjects which it 
studied and which it reported on, considered the subject of the reor- 
ganization of the housing agencies. 

You will find, if you examine that report, that contained therein 
is a complete report of a subcommittee, the chairman of which was 
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Mr. Neilson, of Denver, Colo., and that that subcommittee made an 
intensive investigation of what the proper organization of the housing 
agencies ought to be. 

The exact language of the conclusions to which the committee came, 
of course, are contained in the report, and if I have varied from what 
the conclusions were that they came to, as specifically stated in that 
report, it would be simply because my memory is somewhat at fault. 

3ut basically speaking, with regard to the FHA, and the other 
constituent agencies of the Housing and Home Finance Agency, that 
committee reported—and I might say that Mr. Cole was the chairman 
of the committee, of course—that the authority of the Housing and 
Home Finance Agency over the constituent agencies, FHA, Home 
Loan Bank Board, Public Housing Administration, and other admin- 
istrations, ought to be clarified and strengthened so that there would 
be no question but that, where matters of basic policy were concerned— 
and I emphasize those words because that is at the heart of the current 
issue—where matters of basic policy were concerned, there should be 
no question as to the authority of the Housing and Home Finance 
Administrator to advise and to control the operation of the constituent 
agencies. 

The committee, however, went out of its way to point out that that 
did not mean the day-to-day operation—this did not mean that the 
Housing and Home Finance Administrator should have control over 
the day-to-day operation of the constituent agencies, whether it was 
the FHA, the Home Loan Bank Board, or the Public Housing Admin- 
istration. 

You are familiar with the fact that that report was made sometime 
in the fall. I can’t recall the exact date—October or November. 
Subsequently, the administration first got busy on preparing a hous- 
ing program to present to the Congress, to a large extent, although 
not entirely based on the recommendations of that committee. 

It has also been a matter of common knowledge in our industry 
that the administration has been preparing a proposed reorganization 
plan to submit to the Congress which would carry out or be based on 
the recommendations the Advisory Committee made. 

It has also been a matter of common knowledge to the industry that 
there were certain officials in the administration who very properly 
had different ideas about what ought to be contained in the reorgani- 
zation plan—the details of it. 

Naturally, people are going to differ. My father used to tell me 
that he practiced law for 30 years before he realized that somebody 
could differ with you and be honest, and it took him another 10 years 
to. find out that. somebody could differ with you and may be right. 
That is a long process, but I just emphasize that in pointing out that 
there were different opinions. 

Now, it was a matter of common knowledge that there was some 
tendency on the part of certain administration officials—and I am 
not, by use of the word “certain,” criticizing; I am simply emphasiz- 
ing there were different views—who felt that the power and the 
authority of the Housing and Home Finance Agency over its constitu- 
ent agencies ought to be increased considerably beyond the recom- 
mendations of the Advisory Committee. 

As evidence of that, I point out to you that, when the tendency of 
what might be in the President’s report became known, the savings 
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and loan institutions of this country became alarmed over what might 
happen to the authority and the independence of the Home Loan 
Bank Board, and it is no secret that in expression of that alarm, their 
industry expressed itself in no inconsiderable terms by means of letters, 
telegrams, oral expressions, as they had every right to do, and should 
have done; that an attempt to lessen the independence of the Home 
Loan Bank Board, or to go beyond the provisions of the report of the 
President’s Advisory Committee, would be a mistake. 

Now, by the same token, it was known to the industry that the same 
fears which prompted the savings and loan institutions to express 
themselves to the President of the United States, and for all I know 
to Members of the Congress, and certainly to other administration 
officials, prompted us to see what might be in store for the institution 
with which we had done the most business throughout the years, and 
for which we had the utmost respect, and I refer to the F ederal Hous- 
ing Administration. 

To a large extent, Senator, we are working in the dark. We have 
never seen a proposed reorganization plan. I am personally convinced 
that there is a plan in existence. It is certainly the privilege of the 
Administration not to make its contents known in detail until it is 
submitted to the Congress. 

The CuatrmMan. Do you have any knowledge of your own that there 
was any misunderstanding over this report that you say you have never 
seen, between the President and Mr. Hollyday ? 

Mr. Nerv. Well, Senator, when you say the President, I would 
refer to say “certain administration officials.” Obviously, the Pres- 
ident of the United States has larger worries than the independence 
of the FHA, and therefore, when we speak about the administra- 
tion, we mean the people who carry out the policy of the administra- 
tion in these matters, and therefore, when I say—when you ask me 
do I have any knowledge that there was any difference of opinion, 
I believe there was a difference of opinion. 

The Caarrman. Do you know, of y your own knowledge ? 

Mr. Nert. I have reason to make the statement I do, sir. My posi- 
tion is not based purely on hearsay. However, it is not susceptible 
to documentary proof, naturally, until the contents of the proposed 
plan are known. 

We did, however, take the opportunity to point out to the Presi- 
dent’s Assistant, Gov. Sherman Adams, that there were certain ques- 
tions which this industry felt ought to be answered. 

The Cuatrman. Was this before or after Mr. Hollyday’s dismissal ? 

Mr. Neri. Before his dismissal, sir. 

Mr. Cuatrman. Did you know at that time that they were consid- 
ering dismissing him? Was that the purpose of your visit with Gov- 
ernor Adams? 

Mr. Nerv. No, sir. The purpose of our visit with Governor Adams 
was to discuss with him the fact that if a proposed plan contained cer- 

tain provisions, it was our opinion it would meet with the opposition 
of many in the industry, and we hoped that the administration would 
not present a plan which would require industry opposition. I can 
make available to you, if you desire, the letter 





The Cuamman. Understand, this resolution—was this a resolution 
of the board of directors? 
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Mr. Neev. This was a statement made by Mr. Clarke, as president 
of the association, and approved by approximately 1,000 members of 
the association who were in attendance at a meeting in New York the 
morning Mr. Hollyday’s dismissal was announced. ae, 

The text of the statement, as you will see from reading it, goes to 
the manner in which Mr. Hollyday was dismissed. The association 
was indignant with the manner of Mr. Hollyday’s dismissal. We are 
still indignant about it. 

In my opinion, we would make the same statement today. If you 
know a man, if you trust a man, if you have known what kind of a 
person he is for many years, if he is unjustly treated, in your opinion, 
if he has been the president of your trade association, and if, with those 
facts, you fail to make a statement such as this association made, I 
think you would be subject to criticism. Not if you make it. 

I am authorized to say to you that under similar circumstances, the 
association would make the same kind of statement it made 

The Cuarrman. Regardless of waiting until they knew the reasons? 

Mr. Nee. Senator, the text of the hearings to date have simply 
confirmed my own beliefs in this regard. 

The CuarrMan. In what respect ? 

Mr. Neet. In respect to the announced reasons for Mr. Hollyday’s 
firing; they are so unbelievable as not to have been the real reason. 

The Cuamman. You don’t mean the hearings, today; you mean the 
current hearings? 

Mr. Neew. I mean the hearings of the last few days before you, sir. 

The Cramman. The current hearings. 

In other words, you are still of the opinion that Mr. Hollyday was 
fired because he opposed a certain specific reorganization plan? 

Mr. Nee. I wonder if he was not fired for that reason, sir, because 
the announced reasons, the facts have not borne them out, and the 
method and the manner in which he was fired was, in my opinion, 
both personally, and as general counsel of the Mortgage Bankers 
Association, unjust, abrupt, and I will terminate my adjectives at 
that point. 

I have one further comment to make about this: We did submit to 
Governor Adams a statement of our opinion on the proposals. I will 
make it available to you if you wish. Since that date, nothing has 
occurred. We know of no further action regarding it, and therefore, 
what I have related to you seems to me will give you a brief back- 
ground of the climate which caused us to express the words which are 
contained in that statement. 

The Cuarman. Did you ever make a statement representing the 
Mortgage Bankers Association, that the alleged irregularities, if true, 
were very unfortunate and that the matter ought to be investigated 
and ought to be looked into? 

Mr. Neri. Such a comment is contained in the statement which I 
will present to you today, sir. 

The CratrMan. But you didn’t make it up until this time? 

Mr. Neew. We have made no public 








The Cuarrman. Did you concurrently with this statement say that 
the allegations, if true, should be looked into and investigated ? 

Mr. Neeru. Up to that time, the only thing that had been made pub- 
lic was Mr. Cole’s statement that Mr. Hollyday had been lax and 
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unusually negligent in administering the FHA program. The details 
of what has occurred since then were not available at the time that 
statement had been made. 

There is no reason why I should hesitate to tell you, however, that. 
of course, irregularities ought to be investigated. We do not and 
never have, as an association, condoned any negligence, neglect, fraud, 
collusion of any kind. 

The CuarrmMan. But you didn’t, at the time you made this resolu- 
tion, when these 1,000 people were present, you didn’t pass any such 
resolution, did you? 

Mr. Neew. No, sir, we did not. What we were referring to was the 
method of dismissal of Mr. Hollyday. 

The CuatrMan. Why didn’t you pass a resolution saying that these 
alleged irregularities, and so forth, were very bad? In other words, 
you left the inference, you see, with the country and the people reading 
it, that evidently these alleged irregularities, that there wasn’t any- 
thing to them, and that Mr. Hollyday had been wrongly treated. I 
was amazed this morning when I came here and discovered a press 
release that the builders had gotten out which we talked about this 
morning, the National Association of Home Builders, leaving a similar 
impression. 

The facts of the matter are, you see, it wasn’t the President of the 
United States, or Mr. Adams, or this committee, that committed the 
so-called alleged irregularities, but they happened in the field. 

We are just trying to do our duty here and accept our responsibility 
by looking into them and nothing else. In other words, I would think 
that you people who have been dealing in these mortgages and the 
builders, would be even more concerned about their reputation and 
their integrity, and getting this matter straightened out, than we are. 

Mr. Neet. We are concerned about it, Senator. 

The CHarrman. You have never yet made a single statement to 
the press. 

Mr. Neet. There was no reason to do such, Senator. We had an 
opportunity to appear before you. What we were talking about in 
Mr. Clarke’s statement was the method of Mr. Hollyday’s summary 
dismissal. I do not agree 

The CHatrman. Wasn’t it a fact that the alleged irregularities 
meant nothing to you? 

Mr. Nerv. That is not true. The statement does not imply we con- 
done irregularities, There had been no discussion of irregularities 
at the time the statement was made. The only thing we referred to 
was the inference that Mr. Hollyday had been remiss in his duties, and 
we respectfully submit that he had not been. 

The CrarrmMan. Well, of course, that we have no way of knowing. 
We haven’t gotten into the investigation, today, excepting that your 
statement and resolution was so positive. 

Mr. Neet. It was positive, Senator, because we believed an injustice 
had been done to an honorable man. 

The Crarrman. You say he was dismissed for one reason, but there 
was another reason they didn’t tell the people about. 

Mr. Neet. We wonder if this is not the case. 

The Cuarrman. It isa serious allegation. 

Mr. Neet. I agree, and it is a serious allegation for the administra- 
tion to make against an honorable man by summarily dismissing him. 
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The CHairman. And they having the facts as to why they were 
doing it, and you having none, you still make that statement ? 

Mr. Nerw. Yes, sir, I still make that statement. However, I do 
have some general comments regarding the reasons for which you 
asked us to appear today. That is, to attempt to discuss what you 
can do to prevent these alleged discrepancies. 

The Cuairrman. Of course, that is what we are interested in, now. 
How we can avoid this sort of thing happening in the future? We 
want to get this bill passed and then when we get through with that, 
we are going to get into the real investigation of this matter. 

We would like to—and I think you are going to do it—we would 
like to create an atmosphere in which you people who are in the 
business of handling mortgages and building apartments would co- 
operate with us in at least saying that you are interested in stamping 
this sort of thing out, instead of getting out resolutions and state- 
ments, as the builders did, condemning the President of the United 
States and Senate committees, and committees for taking this action. 

Mr. Neet. Mr. Chairman, we did not condemn this committee, 
We are in entire agreement with your expressed purpose. We will 
cooperate with you. We have cooperated with you in the past. I 
am only sorry that a series of meetings which was set up long prior 
to these hearings keeps Mr. Clarke from being with you. He has 
just concluded a meeting 

The Cuatrman. Mr. Clarke testified on this subject in 1950. 

Mr. Nert. Yes, he did, sir. We have testified a number of times. 

The CHatrman. He testified on section 608 and he was just as 
positive as you were in this resolution that there was nothing wrong 
and that everything was all right. 

Mr. Neeu. I would like to refer to some of the earlier hearings, 
Senator, in which MBA. 

The Cuatrrman. Why don’t you proceed ? 

Senator Lenman. Mr. Chairman, I think it is only fair to the 
witness to point out that the testimony up to this point shows that 
Mr. Hollyday was never given any reason for his dismissal. That 
he was dismissed summarily by Mr. Adams without any reason being 
given to him, either by Mr. Adams or by Mr. Cole. I think the 
testimony shows that, and I think it is only fair to the witness to 
point that out. 

Mr. Negev. Thank you, Senator. 

[ will proceed, then. 

The CuarrmMan. Well, that isn’t technically the question. We have 
had testimony, of course, from Mr. Hollyday and Mr. Cole. We 
haven’t had any testimony from Mr. Adams. 

Mr. Nee. It might be interesting if you were to get some, sir. 

The Cuarrman. It has been said that he is the man who did it, and 
frankly, we do not know what the facts are. That is why we are going 
to have the investigation. 

Mr. Neev. I think you should, sir. 

The Cuarrman. We have been just a little bit disappointed in that 
there has been no statement by your association anid others directly 
affected by this matter, with respect to the seriousness of these alleged 

irregularities, if true. There ews been plenty of statements and 
speeches in which you have been very critical of the administration, 
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and of the dismissal of Mr. Hollyday, and of the starting of the investi- 
gation. Iamsaying youand the others. , 

Mr. Negev. Don’t say “we,” sir. We made one statement, and it had 
nothing to do in any respect with criticism of your investigation. We 
have made but one statement to which you refer. ; 

The Cuamman. Suppose you proceed, and let’s get on with the busi- 
ness, here. 

Mr. Nee. My name is Samuel E. Neel. My office is in Washington, 
D. C., and I am the general counsel of the Mortgage Bankers Associa- 
tion of America. I am appearing this morning at the invitation of 
your chairman on behalf of the MBA, to testify regarding what amend- 
ments, if any, are desirable with reference to H. R. 7839, as passed by 
the House, in order to prevent the recurrence of certain undesirable 
practices which are alleged to have occurred in the past in connection 
with the FHA section 608 program and the title I program. 

I should first like to take this opportunity to point out that the Mort- 
gage Bankers Association of America is an organization the members 
of which are all types of lenders which have made and own many 
hundreds of millions of dollars of loans which are insured by FHA 
and guaranteed by the Veterans’ Administration. 

It would be a great mistake if I did not take this opportunity to point 
out the soundness of the FHA program in general. Bear in mind that 
under this program, since its inception in 1934, over $18 billion in 
residential loans have been insured. This program has made the 
ownership of homes possible for hundreds of thousands of citizens who 
otherwise would not have been able to afford a home of their own, and 
T note from the testimony, Mr. Chairman, that yesterday, or the day 
before, the chairman also expressed his confidence in the general sound- 
ness ofthe program. Wecertainly agree with him. 

Even assuming the existence of mistakes in the program—which we, 
as an association, believe to have been greatly overemphasized—it is 
obvious that in the great majority of instances, FHA loans have been 
soundly made and represent a tremendous benefit not only to the home- 
owner, but to the entire economy of the Nation. It would be tremen- 
dously unfortunate if, in the heat of the present controversy, we should 
permit this country to lose confidence in the FHA program and to 
destroy its future usefulness. 

The Crarrman. Don’t you think the best way to restore confidence 
is to effect whatever steps are necessary to correct the evils and bring 
any offenders to justice ? 

Mr. Nee. I agree with that 100 percent, Senator. 

The Cuatrman. Isthat what you mean by this statement ? 

Mr. Nerv. What I mean by that statement, sir, is that where it is 
proved that discrepancies have occurred, and where things have oc- 
curred that ought not to have occurred, that that should be corrected 
and the offenders apprehended, but that the confidence of the public 
in the program, as a whole, should not be destroyed, because a certain 
small number of irregularities—and when I say small number, I per- 
sonally believe that when the investigation is finished, the discrep- 
encies which have been proved will have been proved to be a small 
number. 

The Crairman. I am hoping that you are correct. I am hoping 
that we don’t find any. 

Mr. Neet. I am hoping so, too, sir. 


h 
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The Cuaimman, I hope your statement is 100 percent correct. The 
less we find, the better we will like it. 

Mr. Nee. All of us feel that way, sir. 

The Cramman. At the moment, of course, we do not know. We 
know we have 1,149 mortgaging-out cases on section 608. 

Mr. Nreew. Yes, sir. I will refer to those, I think, in a moment. 

We should not forget that the troubles which are now being con- 
sidered have come first from a program which is no longer in effect and, 
second, from a program with respect to which corrective steps have 
already been taken. 

This committee would be doing the country a great service if it 
could publicly comment on the general soundaess of FHA and put the 
present trouble in its proper perspective. The facts justify no other 
conclusion. I suppose I should say “to us,” Senator. 

The CHarrMan. I was going to say, what facts do you have? 

Mr. Neri. We have the facts made available to you, and we do not 
have some of the facts, I suppose. 

The CHarrman. You do not have the 1,149 section 608 cases, do you ? 

Mr. Nrev. Of course, I don’t. I am going to talk about the reason 
that it is difficult to tell what happened in those 1,149 cases im a mo- 
ment. 

Specifically analyzing the events which have been alleged to have 
taken place in the section 608 program, it should be reiterated, first, 
that we are talking about a program which is no longer in existence. 
It is far more important, therefore, to turn the major focus of this 
inquiry to eliminate the source of possible dangers in the current pro- 
gram, rather than to dwell on past errors of omission or commission, 

Second, we should like to point out that, assuming the absence of 
collusion or fraud—which has yet to be demonstrated to have oc- 
curred—the possibility of a builder building a section 608 project for a 
cost less than the amount of the omrtgage was always inherent in the 
program. As I have said earlier, Senator, if you discover evidence of 
collusion or fraud, you should be as active as you can in doing what you 

san to criticize the fact that it took place and to prevent it taking 
pli we. 

Right here, it was of interest to me to note an article which ap- 
peared in the Denver Rocky Mountain News on Tuesday, April 20, 
just as I left to come to this hearing. That is a news release talking 
about a $10.5 million loan by the Equitable Life Insurance Society of 
New Y ork for a 20-story, mile-high center skyscraper. This is a con- 
ventional loan. But here is what the news release says. 

The Cuamman. Do you mean it is not an FHA loan? 

Mr. Nest. No, sir, it is not. 

Arthur J. Rystum of Denver, the senior vice president of Webb & Knapp. 
said the loan is “more than ample to complete the project.” 

That seems to me to be very interesting, because it shows you that 
the fact that a mortgage will at least cover or more than cover the 
amount of the cost of the property is not a matter which is specifically 
limited to the operation of the FHA program. 

The CramrMan. Yes, but don’t you completely miss the point, in 
that the law that we passed that you are working under said 80 per- 
cent, and don’t you completely miss the point under section 608, and 
that is, the rents that were established are based on the mortgage and 
the larger the mortgage, the higher the rents? 
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Mr. Neeu. The law passed said the mortgage should not exceed 90 
yercent of the “estimated necessary current cost” of the project, which 
‘HA should determine in advance. And in no instance to my knowl- 

edge, has it been proved that the mortgage exceeded that figure, 94 
— of the estimated necessary replacement costs, as determined 
y FHA, before the project was ever undertaken. 

The Cuairman. Let me ask you this, then 

Senator Bennetr. Mr. Chairman, while you are looking at that, 
I wonder if you would let me read that news release ? 

Mr. Neew. Yes, indeed, Senator. 

The Crarrman. Here is a project where the mortgage was $4,207,- 
000. The actual cost was $2,953,000, upon which they made, accord- 
ing to their own internal-revenue return, upon which they paid an 
income tax or offered to pay an income tax under capital gains, they 
made $1,316,874.48. Now, is that correct? Was that a proper thing? 

Mr. Nee. Well, now, in the first place, Senator, I don’t doubt that 
those figures are true, although those are figures which not only have 
ben available to the general public, but were not available to the FHA. 

The CuatmrMan. They were in the income-tax returns. 

Mr. Neew. Those returns were not available to the FHA, Senator. 

The CuHatrman. I understand that. 

Mr. Negev. They don’t know what a project costs. This Congress 
never told the FHA that it ought to find out what a section 608 project 
cost, nor was it permitted for them to find out. The point that I was 
trying to make, sir, was that the figure you gave me of a mortgage of 
$4,270,000 was not more than 90 percent of the FHA’s estimated cur- 
rent replacement cost when they estimated the cost of the project. It 
turned out to be more than the project cost, but that, according to 
the statute, was no business of the FHA. They had no access to those 
figures. They don’t know today what a project costs. The Internal 
Révenue Service is the only office of the Government that knows those 
figures. And that is still true today, sir, as I point out later in this 
testimony. 

The CratrmMan. Why did Mr. Clarke, then, testify back here that 
there was no such thing as what I have just called to your attention 
happening in the industry, back in January 1950? 

Mr. Neew. Well, I don’t know the testimony to which you refer, 





sir. 

The CaArrman. Are you taking the position—you are taking the 
position, then, that that particular transaction, that that particular 
builder, did not violate any laws or any regulations, that that was a 
perfectly legitimate tranaction ? 

Mr. Nee. There is no question about it, Senator. I am not saying 
that was a reasonable profit, but the question you asked me, the answer 
to it, in my opinion, is “No question about it.” 

The CHarrMan. In other words, in all these cases—for example, 
here is another one where the mortgage was $3,357,400, and it cost 
$2,309,000. He made $1,047,000. Do you think it is possible for an 
FHA appraiser to have made a million-dollar mistake on a $3 million 
project? 

Mr. Nee. Senator, the figure that you don’t have there that you 
ought to have in all those figures is the appraisal which the FHA made 
of that project. 
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The Cuarmman. I am taking it that the appraisal they made was 
90 percent, or the mortgage was supposedly 90 percent of the appraised 
cost, so we know what the mortgage was; it was $3,357,400, which sup- 
posed] was 90 percent of the appraisal; is that correct { 

Mr. Mans, Let us assume that it was. Yes, sir, that ought to be a 
correct statement. 

The Cuairnman. But this $1,047,000 is $1 million over the actual 
cost, so if you go back and take the 10 percent off, it is even worse. 

Mr. Neen. W ell, if what you are saying is that the FHA esti- 
mate—— 

The Cuamman. Made a million-dollar mistake on a $3 million 
project. Do you think that is possible? 

Mr: Nee. I don’t see that he made a mistake, sir. I would describe 
it this’way, that they estimated before construction had started, that 
on the average, the estimated replacement cost would be the figure that 
you mentioned, the amount of the mortgage plus 90 percent. It 
turned out. that the actual cost for one reason or another, assuming 
the absence of any collusion or fraud, sir—now, we can’t assume—— 

The Cuarrman, Let’s take this one. Here is one where the mort- 

rage was $557,000. The cost was $398,000, the profit was $158,000. 
Jo you think it is possible for an appraiser to make a mist: ake of 
$158,000 on a $550,000 project ? 

Mr. Nex. It isn’t a question of whether he made a mistake, sir. 
If you assume that every appraiser makes a mistake when he esti- 
mates that the project is going to cost more than it did, then you will 
stop every bit of construction. I don’t know what is reasonable or 
unreasonable. The FHA was not required to determine what 
was reasonable or unreasonable, because not until you gentlemen 
put it in the law of the Military Housing Act was any cost certifica- 
tion required by the Congress of projects which the FHA insured. 
Therefore, the information you have there is information which was 
never available to the FHA. 

As I mention later on in my statement, the appraisal business is an 
inexact science. 

The CuarrmMan. This is very interesting. We are glad to get this 
sort. of testimony. 

What you are saying is that even though, on a $2 million estimate 
it only costs $1 million, you would still say that the builder would 
be within the law? 

Mr. Nerv. There is no question about it, Senator. Do you think 
he was not within the law, eliminating the question of reasonableness ? 

The Cuarrman. Is it your opinion, then, that these FHA appraisers 
just made a kind of mistakes ? 

Mr. Neew. I don’t like the use of that word “mistake.” There is 
no question that they made the appraisal, sir. There is no question, 
however, but that the dangers in the section 608 program had been 
pointed out. I can show you three instances in which MBA went on 
record stating they would not recommend the extension of the section 
608 program for various reasons, and I have the testimony here if 
you wish me to read it. 

The Cuarrman. We have been over that and you are right about 
that. 

Mr. Nerv. When you have a loan which represents a high percent- 
age of loan to cost, let alone value, and when you have a program 
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which the Congress told FHA to go out and promote because they 
wanted housing built, in our opinion, the kind of thing that happened 
is almost inevitable. We think it could be corrected. We have some 
suggestions here as to how it might be corrected. 

The Crarrman. You have your suggestions as you go along? 

Mr. Neet. Yes, sir, I do. 

The Crarmman. Well, we have been talking about one. Of course, 
we put that into the Military Housing Act, where they had to certify 
to their costs when the project was finished. 

Mr. Neer. That is right. 

Senator Bennett. I asked Mr. Neel to hand me the clipping to 
which he referred earlier. 

Did I understand the purpose of your comment to be that you 
considered this particular financing an example of a case where a 
private firm, without Government guaranty, would loan more than 
value of the project ? 

Mr. Nerv. I gave it to you, Senator, because it seemed appropriate 
to show that in many cases it is not only common but has common 
acceptance that the amount of the mortgage will cover the cost of the 
project. 

Senator Bennerr. The word and phrase you read to us was “more 
than ample,” and the impression I got from your reference was that 
this was the first loan on the project. Now, here is a project that is 
partly finished. 

Mr. Neet. I don’t believe it is started, sir. 

Senator Bennett. Let me read it to you. 

Ragstrom stated the loan is secured by present construction in the skyscraper 
involving more than $3 million, by the value of the land at 17th and Broadway 
at more than $1% million, and the value of the present Sears, Roebuck Building, 
more than $1 million. 

Mr. Neev. Those are other properties they are referring to. This 
loan is to build a new building, I believe, sir. 

Senator Bennett. Let me read to you again— 


secured by present construction in the skyscraper, involving $3 million. 


So there isn’t a case where private lenders are deliberately loaning 
more than the estimated total cost of the building. This is a case 
where he is loaning enough to finish a building that has already been 
started, and that is a completely different situation, and I wanted to 
clear that up. 

Mr. Neeru. I am glad to have your comments, sir. The language 
that I quoted appeared to be peculiarly apt to the circumstances. 

Senator Bennett. But you didn’t read down the rest of the same 
column or you would have discovered that there are other substantial 
values, including values in the building, construction of which has 
already started. So the man would be justified in loaning enough to 
complete the building on the basis of the values already created. That 
is an entirely different situation. 

Mr. Nee. I will accept your comments, sir. 

The Cuarrman. This is very interesting, that you do not think that 
the builder violated the law, even though there are these big discrep- 
ancies between the appraised amount as arrived at by FHA appraisers, 
and the actual cost. 
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Without objection, I would like to place into the record at this 
»oint—and I'll not take the time to aaa it—colloquy taken from our 
feuriows that have to do with this thing that we are discussing. 
(The material referred to follows :) 


SENATE BANKING AND CURRENCY, SUBCOMMITTEE HEARING ON §. 2246, JULY 29, 1949 


Excerpt from testimony of Franklin D. Richards, Commissioner, Federal 
Housing Administration ; Clyde L. Powell, Assistant Commissioner in Charge of 
Rent Housing, Federal Housing Administration; Burton C. Bovard, General 
Counsel, Federal Housing Administration : 

Page 434: 

“Senator Lone. When you say ‘actual overhead,’ you are in effect saying what 
the estimated actual overhead would be; because this has to be approved before 
the project ever starts construction, as I understand it?” 

Page 435: 

“Mr. Ricuarps. That is right. 

“Senator Lone. And if the overhead should not run that high, it is too late at 
that date to change what the actual construction cost would be? 

“Mr. Ricwarps. You see, what happens then, when we get our estimates, it is 
just like estimates of cost. It is not a mathematical science. We get all of our 
eosts together, and then we figure from that a maximum mortgage amount; 
so that if we should actually figure, we will say, 1 percent too high on overhead, 
that would reflect in the total cost upon which we set the mortgage amount, you 
see. 

“Senator Lona. I see. This also has down here that there are allowances 
based on the appraised value of land in use as a rental development, rather than 
its acquisition cost. 

“As I understand that, a man is permitted on the amount of the mortgage to 
estimate what the price of the developed land is rather than the price he actually 
paid for it. For example, if I go to a section of town where there is a 
substantial amount of vacant property developed but not where he is, if I 
could buy that relatively cheap, say $1,000 an acre, and I developed it, I would 
be entitled to more or less look at the developed cost which might be $5,000 an 
acre, rather than the cost that I paid for it, I take it. 

“Mr. RicHarps. I would like to ask Mr. Powell to tell you about that specifically. 
But let me say this, of course, that most all land where relatively large projects 
are developed is what we call normally raw land, and it has to be improved. 
It costs money to put streets, utilities, sewers, so on and so forth, in there. 

“So our value is based upon the land ready for use. Will you go into detail 
on that? 

“Mr. Power. You explained it pretty well there, Mr. Richards. We take 
the actual going market price of the land in its present state: and in order for 
it to be usable in a multifamily rental housing project, it might have to have 
streets paved on the outside; we might have to bring up a sewer line, water 
mains, and so forth to permit it to be used. 

“Senator Lone. To make it ready for use. You would permit that cost in 
the value of the section 608 project? 

“Mr. Powety. Yes. 

* + . * * * 
“Senator Lone. Would you allow the expense of forming the corporation?” 
Page 436: 

“Mr. Powe... That is part of the cost. However, the statute goes on to say 
that we cannot make a loan in excess of 90 percent of the overall cost of the 
job, which includes land, legal and organization, contracts, and builder's fees. 

“Tt goes on further to say that the maximum amount of that mortgage cannot 
exceed the cost of construction on the site, exclusive of land and legal and or- 
ganization expense. 

“Mr. Rrcwarps. It further restricts it. 

“Mr. Power. So it cannot come out of the mortgage proceeds. It is an in- 
vestment the sponsor has to make himself. Therefore, we are not so terribly 
interested in what he pays his attorney. 

“Senator Lone. Would you mind explaining that to me over again,. please? 

“Mr. Powe tx. There is a proviso right in the act.” 

Page 437: 

“Mr. Bovarp. Section 608 of the act says: 
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“*The mortgage shall not exceed 90 percent of the amount the Commissioner 
estimates to be necessary current cost of the completed property of the project, 
including the land, the proposed physical improvements, utilities within the 
boundaries of the property, architects’ fees, taxes, interest accruing to construc- 
tion, and other miscellaneous charges incidental to construction approved by 
the Commissioner: Provided, That said such mortgage shall not in any event 
exceed the amount which the Commissioner estimates will be the cost of com- 
pleted physical improvements on the property or project, exclusive of off-site 
public utilities and streets, and organization and legal expenses.’ 

“Senator Lone. That is not quite too clear to me, but maybe it will clear up 
as I go along. 

“Mr. Bovarp. It could be 90 percent of the overall, but not to exceed 100 per 
cent of the cost of the construction, of the physical improvements. 

“Mr. RicHarps. If 90 percent of the overall is greater than the actual physical 
cost of the improvements, the actual physical cost of the improvements is the 
maximum amount of the mortgage. 

“Senator Lone. I see. Would that include contractor's fees, for example, and 
architect’s fees, the physical cost of the improvements? 

“Mr. RicHarps. But not organization. 

“Senator Lone. That is to protect you on organizational cost to make sure 
they do not run too high? 

“Mr. RicHarps. That is in the statute. 

“Mr. Bovarp. And the cost of the land would not be included. 

“Senator Lone. If it ran over 100 percent? 

“Mr. Bovarp. Yes. That protects on possible overvaluation of land. 

“Senator Lona. I see. But that does not include something like the architect's 
fees or the builder’s fees? 

Mr. RicHarpDs. That is in there, and we set those, you see. 

“Senator Lone. I see. Let me ask you this question: Suppose a man who 
goes to build a section 608 project is not an attorney, or like I was before I got 
to be a Senator, he was just an ordinary person. Suppose he is a contractor 
and that is his speciality. 

“Mr. RIcHARDs. That is the way most of them have been built. 

“Senator Lone. Would you permit that contractor to include the 5 pereent 
plus the 3 percent, the 8-percent contractor’s fee in the estimated cost. of con- 
struction? 

“Mr. RicHArps. That is right. 

+ a * ~ *” * * 

“Senator Lone. Now, in actual operation, if a man does what a friend of mine 
has done—that is, he builds his own—and I believe that is a prevalent practice, 
frankly—if he builds his own project and he maybe pays the 1-percent architect’s 
fee and maybe pays none, but let’s assume he pays the 1-percent architect’s fee— 
if he builds his own project, the 8 percent, the contractor's fee in effect, and the 4 
percent, what he can save out of the architect’s fee by virtue of the fact that he 
feels qualified to build it himself without the aid of an architect, then that 
would be 12 percent of the cost. 

“Mr. Poweti. You are using the 4 pereent for the architect, presuming it 
actually costs 1 percent to produce the drawings?’ 

Page 439: 

“Senator Lone. That is right. 

“Mr. Powe. You would have 5 and 4 percent. The other 3 percent is actually 
€xpended on overhead on the job. 

“Senator Lone. You estimate that would be expended. But if he can get by 
on less than that, if he can get Ly without expending the 3 pereent on his over- 
head of the contractor. 

“Mr. Powe.u. He can save that on the cost of construction, 

“Senator Lona. Of course, that is a point I was getting around. I have never 
seen a contractor yet who stayed in business over a long period of time and 
got to be very successful bidding on a job but what if he performs, he usually 
manages to get that building up in a little less than the estimated cost, and there 
is a little saving produced there usually. I mean it is a general practice among 
contractors. Some might run over it. 

“Mr. RicHarps. However, we have a large volume of business, as you know, 
and maintain cost estimators and analysts in each of our offices; and it is their 
duty and responsibility exclusively to be in the field and check these costs all the 

time. 
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“Now, as you indicated, a very successful contractor knows how to operate his 
business on a basis where he does not lose money. The actual cost of construc- 
tion, including these items that you have mentioned here, vary from builder to 
builder. 

“I suppose if you took 10 builders in New Orieans or any other city who 
would produce exactly the same structure, you would find it would cost each one 
of. them something different. So we try to get what we estimate would be the 
cost to the typical builder, not to the very most efficient or not the poorest builder, 
but the typical builder.” 

* * * + * 7 . 

Page 440: 

“Senator Lona. * * * What I had in mind is, I have a friend who constructed 
a section 608 project. I must necessarily say, when I mention this, I do not 
intend to get specific about this matter, and I would like to have it understood 
that that is the case. 

* “But I have a friend who constructed one of these section 608 projects, who 
told me that he managed to construct his project for 70 percent of the estimated 
cost. 

“Mr, RicuarpDs. His estimated or our estimated? 

“Senator Lone. Of his approved estimated cost. He estimated it, but FHA 
approved it. 

“Mr. Ricuarps. You see, when the job comes in, they estimate cost and we 
estimate cost. Now, in closing the transaction, we close on our estimated cost, 
because he may estimate considerably less than us. 

We have many, many instances where these fellows thought that they could 
build at a lower figure, and actually when it came out, it cost them more. 

* * + * * * 4 * 


“Senator Lone. I will tell you, to begin with, this particular person who made 
that statement to me, is, in my opinion, one of the most efficient builders I have 
ever known. The evidence of that is that he has made more money in the 
building business than any young man I know, and undoubtedly he is extremely 
efficient. 

“But do you think that it is possible, even for the most efficient type builder, 
to actually construct his project at 70 percent of the estimated cost? 

“Mr. Powe. No; I do not think so.” 

Page 441: 

“Mr. Ricwarps. I do not think so. 

“Mr. PowetL. I do not see how that is possible, because we are right on top of 
local construction costs. We get a determination from the Secretary of Labor 
as to the wages that he must pay for all the mechanics on the job. If he does 
not violate the statute, he must pay that wage rate. 

“We estimate the length of time it takes to construct that job, and make an esti- 
mate of all the materials that go into it, such as plumbing, heating, plastering, 
electrical work, and all that. Our figures are on the current market, not on the 
national market, what it costs in this particular community. We might be off 
2 or 8 percent. I do not think it could be physically possible to be off anything 
like 30 percent. 

“Senator Lone. To begin with, here is your 5 percent which is allowed as a 
contractor’s fee. That is. allowed for his own effort. Actually the man is en- 
titled to compensation for his effort. I would not deny him that for a moment. 

“Mr. Powe_t. We expect him to earn that. 

“Senator Long. Plus that, here is a fee of, let’s say, 4 percent that he does 
not actually have to pay out in architect’s fees. Of course, this man saved a 
whole 5 percent, to really be confidential about it; but here is 4 percent, let's 
say. There is 9 percent of it. 

“Mr. PowEtL. He might save 1 percent on his overhead. 

“Senator Lona. If he can save 1 percent on his overhead, that is 10 percent, if 
he can do that under the law. He already has a 100-percent loan. Is that not 
true? 

“Mr. RicHarps. He has a 90-percent loan, we will assume all things being 
favorable. _He has a 90-percent loan of cost. And there is one other element in 
there—providing their costs do not exceed December 31, 1947. If they do, then 
he cannot get more than 80 percent of those costs. 

“But assuming the cost did not exceed 1947 cost, December 31, then he would 
have 90 percent of cost in the way of a mortgage. The other 10 percent of these 
items that you have identified here might reasonably be construed to be profit. 
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“Therefore, under this act, a builder can get the full reproduction cost of the 
structure and the land, and leave in his profit as an equity. 

“Senator Lone. In effect, then, he can borrow the full amount of his cost, if 
he contributes, if he might consider his profit as belng left in, you might say. 
In other words, he is to get his profit back later. 

“Mr. RicHarbs. That is right. 

“Senator Lone. But now, if he can find in these items of construction, by 
eareful supervision and by cutting costs and by being, let’s say, more efficient 
than you would expect a normal average builder to be, if he can reduce it below 
that, then to that extent he would be exceeding his cost, would he not? 

“Mr. RicHArps. That is right. In other words, let’s put it on this basis, that 
if these costs are figured as typical builder’s costs, and it works out a full 100- 
percent loan of actual cost, and the 10-percent profit is left in there as equity, 
than he cuts under. He is the most efficient builder rather than the typical, and 
he cuts under a percent or two. He can get that much more. That is correct. 

“Senator Lone. In other words, if a man who would qualify as better than the 
typical builder 

“Mr. PoweLL, Might be able to make a saving. 

~ 2 * * * * ~ *” 

Page 443: 

“Senator Lone. I want to say right here now that frankly I believe this project 
was intended to be extremely profitable to builders; and that the purpose was 
based on the American tradition that if you want to get a job done, if you will 
show American businessmen where they can make a hefty profit, they will really 
get out there and do you a job. That is what has undoubtedly caused this 
country to grow the way it has. 

“In wartime we always have high profits, and we always exceed any produc- 
tion we have ever known in previous times. I agree with that. 

“But do you know of any other ways where a man by prudence or by care or 
by any other manner of handling his project might come below or might further 
reduce his cost in building one of these projects? 

“Mr. Powe. I do not see how he could, unless our local estimate of the 
cost of the production of the structures would be far in excess of what it would 
actually cost him to build. 

“Senator Bricker. There have been many instances like that, have there not? 

“Mr. Powe.i. Not to my knowledge, sir. 

“Senator Bricker. You do not know of any? 

“Mr. Powe... No, sir. 

“Senator Bricker. Have you investigated to find out? 

“Mr. PoweLt. We have not made any investigation of any particular that I 
know of. 

“Senator Bricker. Do you not think that would be important? 

“Mr. PowE.i. I do not know as we would have any actual right to do so, 

“Senator Bricker. It might be important to get your estimates revised. 

“Mr. PowE.LL. We do get those estimated every 30 days. 

“Senator Bricker. I happen to know of something, is the reason I mention 
this. 

“Mr. PowEe.Lu. Every 30 days we make a check. 

“Senator Bricker. I brought this thing up 2 years ago, the very same thing, 
and tried to write a protective section into the law. I was not very successful 
at it because it is a very difficult thing to do, to tell you the truth about it. 

* * * * * ea * 

Page 444: 

“Senator Bricker, I asked the same question this morning of Mr. Foley about 
construction costs. What is your observation of construction costs? Are they 
going down, and how much are they under what they were at their peak? 

“Mr, Ricnarps. Let me answer that. 

“Mr. Powe. Mr. Richards can answer that a little better. 

“Mr. Ricmwarps. As Mr. Powell said, we have in each office throughout the 
country, Senator, cost estimators and analysts. Once a month they revise their 
cost figures. They are active throughout the month in the trade in building 
up the cost data. 

“We noticed that continual increase from the time we set up generally our 
cost-lata handbooks in 1939 and 1940, until about last September. Nationally 
we started out in 1939 and 1940 at a 100 figure. That is when we set up our 
cost-data handbooks, and they rose nationally to about 193 percent, or points. 
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Now, that varied of course in different offices; but that was the national average. 

“Since September they have been going down; and according to our present 
figures they would show about, nationally, a 7 or 8 percent decline. 

* oe * aa ak * *” 
Page 446: 

“Senator Long. You do not think a man could construct a project then, even if 
you include his own profit, for 30 percent below what the actual estimated cost 
of the project was? 

“Mr. Powxiy. Well, Senator, if he did, I would say that our office had made 
a pretty serious error in estimating the cost of the job. It has never been called 
to our attention, and I do not see how you could miss an estimate of cost on 
an ordinary housing project of any 30 percent. 

“Senator Lone. Of course, actually, just on the merits of this situation, the 
law reavires you to give him the benefit of the 10 percent. There is no way in 
the world that you could keep from giving that man the benefit of that 10 
percent if you followed the law. 

“Mr. PoweLt. We would not want to. 

“Senator Lona. If he can cut off that architect’s fee, if he can construct it 
without the benefit of an architect, and if he is a contractor himself and has te 
pay no contractor’s fee, he could come below that; and if he can cut down his 
overhead, he can get down about 11 percent there, out of that 100 percent.” 

Page 447: 

“Mr. Powetx. He might come out even. 

“Senator Lone. He could probably make a small profit over and above the 
mortgage on the loan to begin with. 

“Mr. Power. He might. 

“Senator Lone. Now, if he is more efficient than the average—this is as I 
understand it what the average man would construct this at; but if he can 
qualify as a man who is more efficient than the typical contractor, he is entitled 
also to that. 

“Mr. RicHarps. But you cannot actually tell mathematically—he cannot or 
we cannot actually tell—what it is going to cost him. He has got to estimate it. 
We estimate what the typical fellow would spend, because we are dealing with 
thousands of fellows in areas.” 

v * + * + * * 

Page 454: 

“Mr. Powett. I would rather put it this way, that if we make the estimate of 
cost of the production of the structure, I do not see how 

“Senator Lone. Now, your estimate of cost, though, is not for the best. Your 
estimate of cost is for the typical contractor, I have been told. 

“Mr. Powe wu, It is not for the worst; it is for the typical. 

“Senator Lone. It is expecting the worst to lose money. 

“Mr. Powe... I am going to say if we make our estimate of cost for the typical, 
I do not see how the most efficient under ordinary circumstances, unless there 
was something unforeseen that we know nothing about, could have a fluctuation 
of that estimate of more than 5 percent. I do not see how it is possible. 

“Senator Lone. Now, of course, that is all a matter of speculation. Mr. Rich- 
ards over here just told me that among the good contractors, there would be a 
difference of 5 percent, and I do not think the typical is necessarily the good 
contractor. 

“Mr. Powe... We call ourselves pretty good estimators, and we have to figure 
that against an extra good contractor. 

“Mr. RrcHarps. Let me bring out this point, which I think may have some 
bearing on it. In getting our cost data, we do not overlook the most efficient 
fellow. We talk to him. And the run-of-the-mill fellow, and the poorer sort of 
fellow. I mean, we are talking to the whole segment of the industry when we 
gather our cost data. Then we try to build up what is typical there, so that in 
the typical is a reflection of the better contractor’s costs, too.” 


The Cuatrman. For example, Mr. Powell, who has been in charge 
of this operation since its inception in 1934, who refused to testify be- 
fore this committee day before yesterday, here is what Mr. Powell 
said back in 1949, in colloquy between Senator Long—Senator Long 
was chairman of the subcommittee. . 

Mr. Negev. I remember that, sir. 
The Cuarrman. Among other things I will read just this one. 
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Senator Long was questioning Mr. Powell at great length about 
making certain that this sort of thing could not happen, as did many 
other Senators in many hearings, and here is what Mr. Powell said : 

I do not see how that is possible because we are right on top of local construc- 
tion costs. We get a determination from the Secretary of Labor as to the wages 
that he must pay for all the mechanics on the job. If he does not violate the 
statute he must pay that wage rate. We estimate the length of time it takes to 
construct that job and make an estimate of all the materials that go into it, such 
as plumbling, heating, plastering, electric work, and all that. Our figures are on 
the current market, not on the national market. What it costs in this particular 
community. We might be off 2 or 3 percent. I do not think it could be physically 
possible to be off anything like 30 percent. 

Mr. Nerv. Now, you find that they were. 

The CHarrman. It would appear from the Internal Revenue Serv- 
ice that there are so many, many hundreds of cases. 

Mr. Neev. Your question of me, Senator, was whether I thought 
there was anything outside the law. It is my understanding that the 
current controversy between the Internal Revenue Service and the 
builder is not whether what he did was illegal but whether -the a 
should be treated as capital gains or straight income, which is a differ- 
ent question, sir. 

The Cuarrman. There is no question about that, but the interesting 
part to me is, the difference between the amount of mortgage they se- 
cured as a result of the FHA’s appraisals, and the actual costs as shown 
by the income-tax returns, runs into millions and millions and millions 
of dollars. And they admit that it is a profit. And they continue to 
own the buildings. 

Mr. Neer. Well; yes and no. Section 608 buildings are frequently 
not owned by the corporate people who built it, but that is beside the 
point, I think. They made the profits. 

The Cuamman. These returns are returns by the corporation which 
owned the building. 

Mr. Neev. They made the profit. There is no question about that. 

The Crarrman. It isn’t quite clear to me how you can make a profit 
on a mortgage where the mortgagor still runs to you. They still own 
the building. They have agreed to pay the mortgage. They still 
own it. 

Mr. Nrew. There are many ins and outs of that section 608 program. 
The program terminated back in 1950. What we were talking about 
was whether the money in excess of the mortgage amount had been 
received by a builder in violation of any statute or rule or regulation 
of the FHA. I can’t see that it was, sir. 

The CHatrman. Your opinion is that there was no violation of the 
statute, there would have been no violation of the statute regardless 
of how much spread there was between the mortgage and the actual 
cost ¢ 

Mr. Nert. You are asking me as an individual, sir. 

The CuarrMan. Yes. 

Mr. Neew. I can’t see it, but on the other hand I do not claim to be 
an expert on these matters. On the other hand if there had been any 
violation, it would seem to me that you would have a lot more action 
on the part of the Department of Justice than simply the question of 
whether there was a capital gain, or straight income. 

Senator LeomMan. May I ask a question ? 

The Cuarman. Yes. 
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Senator Lenman. When the mortgage companies ask for a loan is 
it their custom to inspect the property, inspect the plans and the 
probable costs, or depend exclusively on the estimate of the appraisers 
of the FHA? 

Mr. Nerv. Senator Lehman, in most instances where the amount 
involved is substantial—unless permit to exclude the title I program— 
in most instances investors make their own inspections and appraisals. 

Senator Lrnman. The companies? 

Mr. Neru. Yes. Do I correctly answer your question ? 

Senator Lenman. Yes; but your answer comes as a surprise to me, 
because under those circumstances, I just do not understand how they 
made these loans so far in excess of the actual cost of the properties. 
I am somewhat disappointed because I have always had reasonably 


_ high opinions of the intelligence and the acumen of mortgage bankers. 


I would be surprised if they arrived at these estimates on their own 
initiative, estimates which are far in excess of the actual costs shown 
by the statements we have before us. I wonder whether you are right 
in saying that they did not depend almost entirely on the estimates 
of the FIA. 

Mr. Neeru. I think the practice undoubtedly varied in many in- 
stances, sir. I am not surprised that you wonder. I think what hap- 
pened in the case in which section 608 was active, when it was the 
expressed purpose of the Congress and the Government to get housing 
built rapidly, as we look back on it, is a cause for considerable warn- 
ing. I would point out this, though, sir, that the mortgage is based 
on a certain percentage—90 percent—of the estimated replacement 
cost. Now, olin a lender decided whether we would make that mort- 
gage, he frequently examined the property to determine what he 
thought would be its actual value in future years. I point out there 
that while a number of these loans have undoubtedly gone into de- 
fault—the exact number, of course, I don’t know—there are many 
hundreds of thousands of them which have never gone into default, 
so the lender’s judgment is to the value of the property upon which 
he based his decision as to whether to make the mortgage, has in many 
instances been borne out as to what would happen since the projects 
were built. 

Senator Leuman. There is a grave question in my mind as to 
whether it is a fact that the Government guarantees these mortgages 
and does not believe the lending companies have any sence of respon- 
sibility whatsoever. 

That does not seem to me to be the intent of this or any other legis- 
lation. 

Mr. Next. I don’t believe it should be and I think if you will ask 
the representatives of large lenders like life-insurance companies, and 
banks, to come before you—I will go out on this limb and say that 
almost unanimously they will tell you that they do make their own 
investigations, and that while they rely on Government insurance 
to persuade them to make a greater amount of a loan than they would 
ordinarily make on a property, that they make their own independent 
investigation as to whether the property is worth what the mortgage 
represents so that if in the case of default, whether they will take a 
loss, or not. 

Senator Lenman. Let.me put it this way: I have been a Member 
of the:Senate only for 5 years and a member of this committee only 
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for 2 years. The section 608 program ended in 1950, but it is my— 
without being able to speak from actual knowledge and experience— 
it is my strong feeling that it was never the intent of the Congress 
when it passed this bill, so far as it related to section 608 and certain 
other sections, that because of a Government guaranty, a builder 
could, because of the coverage that comes to him on a mortgage pay- 
ment, bail himself out entirely and in addition have a very substan- 
tial profit, as is undoubtedly the case now, over and above the regular 
profit which a builder was entitled to make because of his work. 

Mr. Nee. The only comment that is interesting in that connection, 
Senator, which ought to have some significance, is that the Congress 
must have had some realization of this program because when you 
came to put into effect the military housing program, you did recognize 
this problem and you did prevent that from occurring, which is per- 
fectly proper. Now if you had prevented it from occurring in the one 
program 

Senator Leaman. Which one are you talking about? 

Mr. Neer. The military housing program—someone must have re- 
alized that if you didn’t do that same thing in the section 608 program 
it could have happened in the section 608 program. Of course, the 
timing is important. 

Senator Lenman. My judgment is this: I don’t know whether any 
of these builders violated a criminal law. I think we will be able to 
develop that possibly a little later on, but certainly it would seem to 
me that there was something defective in this act which we passed in 
1934, amended and continued in force until 1950, under Democratic 
administrations and Republican—not administrations, but under Dem- 
ocratic and Republican control of the Congress—was defective in that 
it permitted the builders to, without any risk to themselves, at all, 
to bail themselves out with a very handsome profit over and above the 
normal building profit. 

You take a case of a property that is estimated at $1 million, on 
which the man was entitled to get $900,000 on a guaranteed mortgage, 
and he put up that building and it cost him $700,000. He still had 
his $900,000 to pay off his mortgage of $900,000, and then have the 
building free and clear, without any cost whatsoever, and if he sold 
it at a legitimate profit of $100,000, he would get $1 million for a 
building that actually had cost him only $700,000, without a cent of 
investment in it. 

There is something wrong in a law that permits that. 

Mr. Neev. There may have been, sir. I don’t quarrel with your 
statement, but that is what it did. However, I would point out this, 
that if you ask the Internal Revenue Service or the Federal Housing 
Administration, to give you a list of those projects, those section 608 
projects, where a builder ended up by putting a tremendous amount 
of money into the project in excess of the mortgage, you would have 
a list many times as long, in my opinion, as the list that you have. 

The thing did work both ways, as I believe Mr. Hughes pointed 
out one or two examples to you before. 

Senator Lenman. The statement you have made I could not swallow 
as to complete accuracy. 

Senator Bricker. This problem has been before the Congress time 
and time again. We have tried to tighten it up. In the first session 
of the 80th Congress we gave a great deal of attention to it. We dis- 
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cussed the possibility of holding out sufficient funds to be sure the 
mortgage would not be for more than 90 percent of the actual cost. 
It was difficult to work that out. The Department opposed it, your 
association opposed it, I think, and others. 

Section 2, title VI, of the National Housing Act, as amended: 
“Shall be employed to assist in maintaining a high volume of new 
residential construction, without supporting unnecessary or artificial 
costs. In estimating necessary current costs for the purposes of such 
title, the Federal Housing Commissioner shall therefore use every 
feasible means to ensure that such estimates will approximate as 
closely as possible the actual costs of efficient building operation.” 

That was recommended by this committee and it was adopted as an 
amendment to the Housing Act. 

I am wondering if there were any changes in the appraisals as a 
result of that amendment. 

Mr. Neex. Now, Senator Bricker, I am not capable of answering 
that question, sir. This thing happened in the administration of an 
earlier Commissioner. The operations of the section 608 program 
took place largely while I was occupied, not in the position that I am— 
in other words, I was not counsel or did not become counsel for MBA 
until late in the fall of 1946, when I came out of the Navy, and so 
certain of those questions I think could much better be answered by 
somebody better qualified than I. 

Senator Bricker. Well, the representatives from the Federal Hous- 
ing Administration have constantly contended before this committee, 
as shown in the testimony that the chairman introduced here a moment 
ago, that there were no violations, or couldn’t be any violations, more 
than possibly 2 or 3 percent. I am just wondering whether they 
completely disregarded this section, paid no attention to it after 
having it called to their attention and having had it written into the 
law. 

We cited instances to them time and time again where there were 
overappraisals, If that be true, it was the most flagrant violation on 
the part of the appraisers, of the directives of this Congress. 

Mr. Neet. I can see how, if I were in your position, Senator, I 
would like to ask some questions of the people who were running the 
program back in 1950 and before. 

The Caatmman. Of course, that is what we wanted to ask Mr. Powell 
who ran it since 1934, and he hid behind the fifth amendment and 
refused to testify. 

We will have up here tomorrow, or day after tomorrow, Friday, the 
man directly under Mr. Powell, the next man in command, and we 
will see what he knows about this. 

Did your organization approve the cost. certification feature of the 
military housing in section 908 programs when it was enacted, or would 
you remember ? 

Mr. Neetu. I would have to have my recollection refreshed, Senator. 
I would like to think we did but I don’t know. 

The Cuamman. The New York Mortgage Bankers Association 
opposed it. 

Mr. Neew. There is one matter in connection with the section 608 
program that I would like to call to your attention specifically, sir, and 
I would like to skip over to the paragraph that begins on page 3 of my 
testimony. 
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The Crairman. I just want to say one thing and then I want you to 
proceed because we want to get the benefit of your help: If you are 
correect—and I am not a lawyer—if you are correct that there is no 
violation in the law, regardless of how high the mortgage was above 
the actual cost 

Mr. Neev. And assuming no collusion or fraud. 

The Cuarrman. Yes. You have to assume that. 

It would seem, then, that there has certainly been some great, great, 
great errors made on the part of the FHA appraisers, so I guess maybe 
your suggestion of getting these appraisers in here is a good one. We 
will do that when we get into the investigation proper. We will try to 
find out how they have made such grave mistakes as they evidently 
made on this matter. 

Why don’t you proceed to tell us how to correct this section 608 
situation. 

Did you say you were going to talk about title I, too? 

Mr. Neew. Yes, sir. 

The CxHarrman. You don’t enter into that because there are no 
mortgages involved. 

Mr. Neer. No mortgages involved, although those mortgage bankers 
who are bankers do make those loans. I would like to read the para- 
graph in the middle of page 3 because it does point up one matter that 
I would like to refer to. 

In connection with this section 608 program there is one further 
point which we specifically want to bring to your attention. At the 
time this program was enacted, Congress went out of its way to note 
that the country was desperately in need of rental housing. The 
program was intentionally made liberal in order to encourage builders 
to build these projects. With this congressional mandate the FHA 
undertook an intensive promotional campaign. The FHA thus not 
only became underwriters but they became promoters, and when they 
became promoters they lost sight of certain standards. As promoters, 
they had certain goals to meet. In order to meet the goals they could 
not help but loosen their standards. This will always be the result 
when you mix sound underwriting with promotion and this is the 
lesson the Congress should remember. I will refer to it Jater. 

The Cuarrman. Let me ask you this: Is is a fact that FHA offi- 
cials and appraisers and employees encouraged builders to go into 
this program on the basis that they could mortgage out and make 
money on their mortgages? We have heard rumors to that effect. 

Mr. Neev. I would answer that question this way, sir. There is 
no question but that the FHA all over the United States encouraged 
builders to go into this program. They made sales talks. It was 
just like a bond rally. They were trying to get houses built and they 
were trying to get builders in the program. 

What reasons they gave for asking the builders to go into it are 
beyond my knowledge. They did conduct an intensive promotional 
sampaign, however. 

Senator Bricker. You say here that they were very liberal and 
oosened their standards. What do you mean by that? 

Mr. Neeru. Those words perhaps are words of opinion, Senator. 

Senator Bricker. Well, what is the opinion? 

Mr. Neet. Well, what I mean is when you came to a close question 
about whether in an estimated replacement cost of a project, you 
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should allow a certain architect’s fee, I think in order to help get the 
project started, in many instances you might find that the amount in 
there specified for the architect’s fee might or might not have been 
greater than the architect’s fee actually incurred. The same thing 
relates to other cost figures which went into—I mean cost allowances 
which went into those figures, on which the FHA appraisal was based 
entirely. They were trying to—now, this is a matter of my opinion, I 
suppose—they were trying to meet a goal and they were just as much 
interested in seeing those starts under section 608 as anybody else who 
had been asked to get a program done and wanted to see it done. 

When I used those words, that is the kind of thing I mean. 

The Cuarrman. In other words, they allowed, say, a 5-percent archi- 
tect’s fee. 

Mr. Neew. That is correct. It may not have been in, actually, you 
see. 

The Cuarrman. Actually they employed architects I think in that 
area at around 1 percent because there were many of them out of 
employment. 

Mr. Neeu. That is right. 

The Cuarman. Is there any other feature of the additional ap- 
praised valuation, to encourage building? 

Mr. Nee. Senator, at the time they were figuring out the various 
allowances they used to make their total appraisal back in those days, 
there were a number of elements which you could ask the FHA to tell 
you, which entered into the total values used in the appraisal. They 
are not in the picture with reference to a section 207 loan as much. 
For example, you could list the question of what allowances they made 
for off-site improvements, or the cost of off-site improvements. 

The CuarrmMan. What do you mean by that ? 

Mr. Neew. Sewers, waters, streets, curbs, gutters, and so forth. I 
think it might be interesting to the commitee if you were to ask the 
FHA people to furnish you with the average figures that they use for 
allowances on those kinds of things that went into the appraisals of 
those section 608 projects. I would have to admit that I don't know 
the complete details of what they were, but they were there. 

Senator Bricker. Well, the promotional activities, then, of FHA, 
if you can properly call them promotional activities—were to infer 
that there would be very liberal appraisals put on the properties ? 

Mr. Neew. I think that is a fair statement. 

The CuatrMANn. Those are some of the things we wanted to ask Mr. 
Powell but he didn’t want to talk. 

Mr. Nerv. Now, up at the top of page 4, sir. There are two FHA 
multifamily housing programs still in existence. One is section 207 
and one is section 213. 

With reference to section 207 the possibilities of a builder mortgag- 
ing out are minimized for two reasons: (1) The ratio of loan to value 
is fixed at a maximum of 80 percent, and (2) the FHA appraises the 
property on the basis of its long-term value, and certain costs are ex- 
cluded from consideration in the valuation process, 

Those are the costs I was talking about that were in the section 608 
program. 

With these two criteria kept in mind it is our opinion that the 
chances of extraordinary profits to builders in this program are 
remote. 
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The other multifamily housing program under which the FHA 
insures loans is section 213. Under this program, which is the co- 
operative housing program, the FHA may insure a loan for 95 per- 
cent—that is the maximum, Senator. The ordinary loan is a little 
bit less than that. 

The Cratrman. It is, providing 65 percent of the cooperators are 
veterans ¢ 

Mr. Neew. Yes. 

Under this program, which is the cooperative-housing program, the 
FHA may insure a loan for 95 percent of the value of the project. and 
these projects are usually sold to what may be called uniformed buyers. 
Please notice the difference between the terms available under section 
213 and those available under section 207. By reason of these dif- 
ferences it is our opinion that the same dangers which existed in the 
section 608 program are inherent in the section 213 program. 

It is a matter of record that this association, when discussing section 
213 before this committee, has consistently opposed the provisions for 
especially liberal insurance terms for cooperative housing projects. 

And I was somewhat surprised to note that it was I “ie testified 
to that before this committee, in the hearings on 8. 2246 back in 1949 
and here is what I said, then. I guess if it wasn’t as good as it is, 
I probably wouldn’t quote it, but I said this, “We question, however, 
whether a cooperative simply because it is a cooperative, particularly 
in those instances where a cooperative can later sell its own houses to 
individual members, should be entitled to any speci ial benefits over 
und above those to which individuals are entitled.’ 

Therefore, we should like to reiterate this previous testimony. As 
we have pointed out previously, it is when the FHA gets into a pro- 
motional business that trouble is likely to result. In section 213 we 
have a program which Congress has told the FHA to try to “sell” 
because it is a “cooperative” program. We believe this approach is a 
dangerous approach. We, therefore, have not and do not favor the 
liberal provisions of section 213. 

Senator Bennerr. Mr. Chairman? 

The Cuarrman. Senator Bennett. 

Senator Bennerr. Before you leave this promotional aspect, do 
you think part of this process by which standards were loosened may 
have drawn out of the fact that we have 2 loaning agencies, 2 guaran- 
teeing agencies, and that both FHA and the Veterans? Administration 
have been trying to develop their program in competition each with 
the other so that when somebody could come to the VA and say, “Well, 
the FHA would make me a better deal,” the VA would go back and 
see if they couldn’t sweeten up the deal, and vice versa? 

Mr. Nerv. I think that is perfectly possible, Senator, but I would 
like to say this, the place where the things happen that you people 
are worried about happened in the multifamily program, and that 
type of loan was not available under VA. 

Senator Bennett. I think we are going to have to look at the whole 
program before we get through. Isn’t this one phase that might lead 
to deterioration of responsibility for appraisal, if, competitively, the 
appraisers of these two agencies felt they couldn’t afford to see all 
the business going to other fellows? 
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Mr. Neer. Senator, you are talking right up my alley, sir. I agree 
with you 100 percent. We have long advoc ated, and I guess this is 
as good a time as any to get in this plug, that in many instances it 
is unnecessary and unwise to have two competing organizations in 
the field of guaranteeing and insuring loans. You will find testimony 
of this association, for example, that in our opinion, for example, 
the field forces of the VA and the FHA, the inspectors, the appraisers, 
the guaranties, ought to be handled by one organization, whether it 
is the FHA or the VA, and there is no reason w hy an appraisal should 
be made by one organization if it ends up as a VA loan, and another 
organization if it ends up as an FHA loan. Both the FHA and the 
VA are agencies of the Federal Government and standards ought 
to be the same. 

Senator Bennerr. And they are looking at the same pieces of 
property. 

Mr. Nee. Absolutely. I agree with you 100 percent. 

Senator Lenman. I do not want my remarks to be taken as an indi- 
cation of my considered judgment on this whole subject, but isn’t it 
a fact that when the Government makes either direct loans or guar- 
anties loans or insures loans, there is bound to enter into the trans- 
action, certain policies of promotion. 

In other words, they are encouraging private industry to do this 
work, and that is promotion, in my opinion. 

Mr. Neet. I think that is correct, sir. What we were pointing out 
is that in certain FHA programs—particularly in that section 608 
program, and we believe it is inherent in this section 213 program— 
there is unusual emphasis on the fact that these special programs 
ought to be put over. As I will tell you later, we think the same 
situation will exist if you gentlemen authorize the section 221 pro- 
gram which we opposed when we appeared before you. 

It is the fact that the FHA, when it was originally set up, was set 
up to insure a sound loan on a sound property where the borrower 
had adequate ability to repay. Now as you move away from that 
opinion and put a program in effect where you might say the need is 
determined—I mean the fact that you ought to m: ake a loan is deter- 
mined by whether the gentleman who w rants the property needs it, 
not on whether it is a good loan or whether he can repay the mortgage, 
then you get into trouble, sir. 

That is the situation with reference to section 221 loans. Here 
you are considering a 100-pereent, 40-year loan. Well, if you got 
into trouble with loans that were 90 percent of value or cost, what 
are you going to get into when you get a 100-percent loan ? 

I am glad to say that we pointed ‘that out to you gentlemen 2 weeks 
ago. 

Senator Lenman. I want to say this, that I have always felt that 
all these guaranteed or direct or insured loans involve promotional 
factors, whereas a public-housing program does not involve promo- 
tional factors. As you may know, I have been pretty strongly in 
favor of an increased public-housing program. 

Mr. Neer. Senator Lehman, I don’t want to argue the public- 
housing controversy here but if you think the people who believe in 
public housing don’t promote it, I think you are mistaken, sir. 
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Senator Lrnman. They don’t promote it to the extent that they offer 
particular incentives or particular profits to private industry. 

Mr. Neev. Well, for example, the public-housing program is finan- 
ced by tax-free bonds, which are a tremendous incentive. I don’t 
think that comes in here, though. 

Senator Leuman. In all these things, if there is a loss to the Gov- 
ernment and tax-free bonds are involved.and indebtedness is involved, 
the Government maintains the control of the situation. 

I agree with you, this is not the place and the matter will be taken 
up in the deliberations of the committee I assure you. 

The CHatrMan. Let me make a correction. You said with refer- 
ence to section 213, 95 percent of the value of the project, using the 
term “value” under the present law. It is 95 percent of an estimated 
cost. 

Mr. Nest. I believe the bill would change that; would it not, sir? 

We point out later that we are heartily in accord with that change. 

The Cuarman. Under the new bill, estimated value is less liberal 
than the cost basis, although possibly still too liberal. 

Mr. Negev. With the above comments in mind, the question is, What 
can you do in general to prevent the type of thing happening that is 
alleged to have occurred in the section 608 program. You can do 
two things: (1) You can keep the ratio of loan to value within reason. 
(2) You can require the Washington office of FHA to review and 
pass upon the appraisals made by field offices on all projects of over 
a certain dollar volume. For example, all projects of over $1 million. 

Another suggestion has frequently been made in connection with 
rental-housing projects; and that is that the cost certification pro- 
cedure which nasal put into effect. in connection with military 
housing could be required in both section 207 and 213 loans. This 
would indeed be possible but we believe it would be undesirable for 
two reasons: First, such a cost certification procedure penalizes the 
efficient builder and, second, such a system encourages a builder to pad 
his costs which may result in a whole train of difficulties. 

Right here I should say, sir, that if, notwithstanding those two 
points, this committee—— 

The Cuarman. Would you spell that out a little further. You 
say, “First, such a cost certification penalizes an efficient builder.” 

How do you penalize him when he continues to own the building? 
He is penalizing himself, isn’t he? If he gets a million-dollar mort- 
gage on a $600,000 cost, he has to pay the million dollars back. 

How are you penalizing him? 

Mr. Nerw. The situation we are attempting to describe, sir, is that 
the FHA, when it fixes its appraisal on the basis of long-term value, 
or value, shall we say, if you required a builder to make a certifiea- 
tion of his costs and to apply the mortgage, everything in excess of 
cost, it seems inevitable that the higher the builder’s cost, the greater 
the amount of the mortgage, and therefor the efficient builder who 
can build for less—— 

The Cuarrman. Yes, if he actually spent the money it would be 
one thing but if he didn’t spend the money, it would be another. I 
see your point, but the thing that I can’t get quite clear is, the man 
who gets this mortgage and gets the money, he still owns the property 
and he must pay the mortgage off. : 

Mr. Neet. He frequently sells it, sir. 
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The Cuarman. Well, you mean he sells the property ¢ 

Mr. Neex. He sells the corporation. 

The Cuarrman. There is no reason why if he had a $600,000 mort- 
gage and he felt the property was worth $800,000 and somebody was 
willing to give him $800,000, he could still sell it, could he not, for 
$800,000 ¢ 

There is no reason a man should sell something at a price that is 
the same as the mortgage on it. 

Mr. Nee. [ am not sufficiently familar with how the cost certifi- 
cation procedure works in the military housing program. 

The Cuarrman. We are not either and that 1s why we want more 
information on the subject. 

That is why we are thinking about it and talking about it so much. 
There isn’t any question about the intent of Congress, at least my 
intention was, and I think it is true of every member of this com- 
mittee and I think the testimony proves it, what we wanted to do 
was to give every man 90 percent of his cost. That is what we wanted 
to do. 

No more or no less, you see. That is what we wanted to do. I 
agree with you, [ am afraid the language was otherwise. 

Senator Bricker. Mr. Chairman ¢ 

The Cuarrman. Senator Bricker. 

Senator Bricker. Is it your contention in these two suggestions 
here, that there would be a tendency on the part of the owner to 
transfer the excess profits, or excess cost to a contractor and to the 
subcontractor ¢ 

Mr. Nee. That is right, sir. 

As I say, I think you ought to find out how this provision that you 

ut in the military housing law has worked, and if in your opinion it 
bal worked well, the members of this association, or I think anyone 
else in this industry would not object to this type of proposition. 

The Cuatrman. In these 1,149 cases that we have, they were separate 
corporations and they had very little money in them. 

Some had more than others but on a $2 million or $3 million project 
they would have less than $25,000 in the corporation that owned them. 

Mr. Neet. I may be wrong in this but I think any mortgagor under 
section 608 or 207 has to be a corporate mortgagor. 

The Cuarrman. That is right, and the FHA owns a hundred dollars 
worth of stock in each of them, we think. 

Mr. Neev. They own preferred stock. 

The Cuatrman. We have in the 1,149 cases, the amount of capital 
they put in each of these, and it is an interesting thing. There is no 
credit behind the people who own the corporation. They put in the 
smallest amount of money they could put in to operate on until they 
could get their building started and then they got progress payments 
and when it was finished they got the full amount. In many instances 
it was much more than the mortgage on which they claimed a profit. 
Now, you go back and find in looking over these records, that their 
dividends were in many instances many, many, many times the initial 
capital invested. 

r. Neev. I am sure that is true, sir. 

The Cuatmrman. And the Government is sitting here holding the 
bag because the Government is a 100-percent insurer of the mortgage, 
so your people are taking no chances and the Government is behind it. 















































1518 HOUSING ACT OF 1954 





Mr. Negev. There are certain risks involved, although they are at a 
minimum, I believe. 

If a section 608 project is foreclosed, the mortgagee does not receive 
100 percent of his loss. There are certain costs which are not included 
in the debentures which the FHA issue in exchange for that property, 
but generally speaking, your statement is perfectly correct. 

The Cuaman. For all practical purposes. 

Senator Bricker. The higher the appraisal over the actual cost, the 
more vulnerable is the loan authority. 

Mr. Nerv. That is correct. 

The Cuamman. We are going to be able in these 1,149 cases to 
find out exactly who bought the mortgage and then we will be able 
to see whether your statement that the person who appraised them took 
a good look at them is true. 

‘Mr. Neri. And you should also find out what happened to the prop- 
erty. I think what happened in this country over the last few years 
has made these things a lot better than any body expected. 

I think you will find the m: ijority of them are in good standing. 

The Cuarrman. You might find many of them are worth more than 
they were when constructed. 

Mr. Neev. That is correct, sir. 

The Cuarrman. That is incidental to what happened, you see. 

Mr. Nert. I agree. 

We have a paragraph there pointing out: With reference to the title 
I program our statement can be very brief. We consider that the steps 
which Commissioner Hollyday put into effect. to correct the abuses 
in this program and which have been outlined to this committee will be 
adequate to protect the interests of the Government and the 
homeowner. 

I think I noticed in the testimony that Mr. Cole agreed with that 
and the President’s committee agreed with that and apparently every- 
body agreed with that. Therefore I would like to go on to the six 
points. 

Senator Bricker. What about the requirement of the bond ? 

Mr. Nerex. Senator Bricker, I noted that suggestion for the first 
time when I read this testimony an hour before this hearing started. 


I am not sure I know enough about it to know how to answer the 
question. 


It sounds perfectly reasonable to me. 

Senator Bricker. The thought in suggesting it was that you would 
have a built-in inspection system. 

Mr. Nert. It certainly presents possibilities. I think if you ask 


the commercial banks who make these loans whether that would hinder 
the program unduly, they would be able to give you an answer. 

There are six specific points, I believe, sir, in which we point out 
outa contributions to this housing bill. 

In appearing before you on March 11, 1953, Mr. William A. 

Cl: —_ president of MBA pointed out the objections of this associa- 
tion to the proposed section which would inaugurate a program known 
as section 221. This program calls for 100 percent 40-year loans. Mr. 
Clarke pointed out that this association as an association of lenders 


considered a 40-year 100 percent loan to be basically unsound and 
inconsistent with the private enterprise of lending. 
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I should like to reiterate Mr. Clarke’s statement at this point. If 
one of the reasons for the troubles of section 608 was the high ratio of 
loan to value, it seems to us that the proposed section 221 program 
contains even greater dangers. If you consider what could happen 
where a 90-percent loan was involved was unfortunate, what can you 
expect for a program calling for 100-percent loans? 

This is particularly true since the proposed section 221 would again 
require promotional endeavors on the part of FHA. 

For this reason we repeat our testimony against the enactment of 
this section. 

2. By the same token, Mr, Clarke, when he appeared before your 
committee, opposed those sections of the bill which would authorize 
the Federal National Mortgage Association to conduct special assist- 
ant functions for the purchase of section 221 loans. 

This proposal of the bill with its declared intention of making a 
market for section 221 loans would, in our opinion, mean that the 
normal market reluctance to make such loans and the close inspection 
with the normal private market would give to such loans would be 
entirely eliminated. Ground would again be broken for the abuses 
about which you gentlemen are concerned. 

Therefore we would oppose that part of the bill which authorizes 
the Federal National Mortgage Association to enter inio almost 
unrestricted support operations of the 221 program. 

3. In connection with section 213, as I have mentioned earlier, 
it would be our proposal that the terms with reference to these 
loans be made by same as those available under section 207. In 
addition, Mr. Maurice R. Massey, in appearing before your com- 
mittee, recommended an amendment to section 213 which would have 
the effect of allowing a builder of a section 213 project to begin 
his project under the provisions of section 207. 

If this amendment were adopted, its effect in many instances would 
be that a project would be partially constructed before cooperators 
would be asked to purchase an interest in the property. We believe 
this provision would, therefore, result in better construction, since 
ear ts who can see what they are buying always are in a better 
position to reject shoddy construction. Therefore, we again recom- 
mend the inclusion of the amendment to this section. 

4, Also in connection with section 213 we note with approval that 
the basis of the FHA appraisal on 213 projects would be changed by 
the bill from a basis of estimated cost to long-term value. We heartily 
approve this amendment. 

5. On the basis of our earlier statements that the higher the ratio of 
loan to value the more dangerous the program, we would specifically 
oppose the amendment to H. R. 7839 introduced and passed by the 
lfouse on the floor increasing the maximum dollar value of a 95 per- 
cent loan from $8,000 to $10,000 in the section 203 program. 

If there are dangers, and if you gentlemen are worried about them, 
then you will be a lot safer if the maximum house value on which a 
95 percent loan can be made is limited to $8,000 as the bill originally 
provided. 

6. When Mr. Hollyday appeared before the Appropriations Sub- 
committee of the Senate in the spring of 1953 he requested that Con- 
gress permit him to expend certain amounts of FHA’s income for 
investigating expenses. This Congress denied Mr. Hollyday the total 
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amount requested, with the result that the number of investigators 
which he could employ to guarantee sound functioning of his pro- 
vrams was considerably reduced. We should like to point out that the 
FHA is one Government agency which does not require annual appro- 
priations from the Treasury. 

When it comes to Congress for funds what it does is to request the 
Congress to permit it to expend a part of the money which it has 
received as income. Therefore, it is our specific recommendation 
that the Congress should give FHA much more freedom in expending 
its own funds for administrative purposes generally, specifically with 
reference to providing an adequate staff for investigations. 

Finally, this association should like to make the following point to 
this committee. The one thing that should not happen as a result of 
the current controversy is that the independence of PHA be destroyed. 
The troubles that have been pointed out and which have occurred have, 
in our opinion, occurred because FH A’s main function of underwrit- 
ing sound loans has been occasionally diverted by the imposition upon 
FHA of the responsibility of administering what might be called wel- 
fare programs; that is programs where money is to be made available 
on the basis of suppose need rather than on the basis of the soundness 
of the loan and the ability of the borrower to repay. 

We cannot help but point out to this committee that, in our opinion, 
this tendency which has brought on the present trouble has been in- 
tensified since the Federal Housing Administration was incorporated 
in the Housing and Home Finance Agency. The present controversy, 
instead of proving to us that the Housing and Home Finance 
Agency’s authority over FHA should be strengthened, proves just 
the reverse. The FHA, if it is to regain public confidence, should 
have control over its own programs and these programs should only 
be ones in which FHA is required to make a sound analysis of the 
proposed loan based on long-term value, and underwriting practices 
should if anything be strengthened. 

Assuming that these principles are clearly set forth by the Congress, 
vou will do better by giving FHA its independence than by trans- 
ferring control over its destiny to a supervising agency. 

Senator Bricker. Of course, during all this period that we are 
talking about now, it was an independent agency. 

Mr. Neer. Do you mean in the period prior to 1950? 

Not after 1947, when the HHFA was created. 

Senator Bricker. It was independent in its zoning authority. 
What are the welfare programs that you say have been imposed upon 
by the HHFA? 

Mr. Neev. Senator, again it is a question of wording. When I say 
a welfare program, I refer to a program where, whether the man 
ought to get the loan is determined more on whether he needs the loan 
than on whether it is a good loan or whether he can repay the loan. 

To a certain extent, as we have pointed out to this committee and 
io other places, to a certain extent, the section 221 program, in our 

opinion, the especially liberal terms of the cooperative housing pro- 
gram is that kind of a thing. Should a cooperator be given more 
specially favored loan simply because he is a cooperator? I think it 
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is quite a question. I think my answer to the thing is one which—I 
don’t know that it is the absolutely correct answer, but in my opinion 
those who want to engage in a cooperative program should be entitled 
to the same benefits that anybody else is, but I must say I am not sure 
that they ought to be especially entitled to more favors. 

Senator Bricker. Wherein has the program in any way been af- 
fected by the subordination of the FHA to the HHFA? 

Mr. Negi. Some months ago I prepared quite a long memorandum 
on that subject which I would like to file with you, if I may. 

The Cuarrman. It is not in the files now? 

Mr. Nreew. No, sir; it is not. 

The CuarrMan. I would like to have that very much. 

Without objection, let us place into the record at this point, the 
report of the Subcommittee on Organization of the Federal Housing 
Activities in the Federal Government, by the President’s Committee— 
just that portion that has to do with that, because they made some 
recommendations on the subject. 

Mr. Negev. That is the subcommittee. 

Senator Bennett. Mr. Chairman, I would also like to suggest that 
Mr. Neel submit and there be placed in the record at this point the 
memorandum on the welfare concept or relationship between FHA 


and HHFA. ‘ emeel abtie « 
The CuatrMan. Without objection, it is so ordered. 
(The documents referred to follow :) 


REPORT OF THE SUBCOMMITTEE ON ORGANIZATION OF FEDERAL HOUSING ACTIVITIES 
IN THE FEDERAL GOVERNMENT 


Your subcominittee has heard a number of witnesses from within the Govern- 
ment and has polled a number of outside organizations and industry groups to 
obtain their views on the question of how best to organize the Federal Govern- 
ment’s housing activities. While the recommendations from these various sources 
vary widely, there is one fact which is common to the diverse reports and recom- 
mendations—no one is satisfied with the present form of organization and assign- 
ment of responsibilities. 

It is the opinion of your subcommittee that there are three principal problems 
which should be resolved in developing recommendations for the reorganization 
of the Housing Agency. These are: 

1. The present Housing and Home Finance Agency is headed by an Adminis- 
trator who is responsible for “general coordination and supervision” of the 
activities of the entire Agency. Your subcommittee has been impressed with 
the fact that “general coordination and supervision” appears to mean all things 
to all men and results in a situation which is satisfactory to no one. It is com- 
pletely unclear as to what the responsibilities of the Administrator are and by 
the same token those responsible for constituent operations are equally unclear 
as to what their specific responsibilities for Agency operation are intended to be. 

2. Even the task of carrying out the undefined responsibilities of supervision 
and coordination are somewhat ineffectually discharged because of the fact that 
the Administrator’s immediate office has since 1947 been saddled with a sub- 
stantial number of operating activities which have tended to divert that office 
from the major task of administering a central agency. 

3. A serious question has been raised in several quarters as to whether it is 
possible to administer a smooth-running organization which contains such incom- 
patible elements as grant-in-aid programs and business type activities. This 
difficulty has been characterized as tending to create a situation in which the 
Government is administering neither sound credit activities nor sound welfare 
activities. 
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MorTGAGE BANKERS ASSOCIATION OF AMERICA, 
Washington 5, D. C., April 21, 1954. 
Hon. Homer BE. CaPEHART, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 


Dear SENATOR CAPEHART: At the conclusion of my testimony today before the 
committee in behalf of the Mortgage Bankers Association of America, I was 
requested to forward to the committee for inclusion for the record a paper 
which had been prepared for the association, and which I mentioned in my testi- 
mony upon the subject of how, what I described as the “welfare concept,” had 
infected some of FHA’s loan programs. 

The paper to which I referred was incorporated in a speech prepared by Mr. 
Miles L. Colean, economic consultant for the association, and delivered before 
the American Finance Association on December 29, 1952. 

A copy of Mr. Colean’s speech is enclosed herewith for inclusion in the record. 

Sincerely yours, 
SAMUEL E. NEEL. 


A Review oF FrepeERAL MorteGace LENDING AND INSURING PRACTICES 


(By Miles L. Colean) 


The Federal Government has been a significant participant in the urban resi- 
dential mortgage business for a little over 20 years, beginning with the creation 
in 1932 of the home loan bank system. Its participation in farm mortgage 
activity goes back even further, to the establishment of the land bank system 
in 1917. From these, which now appear to be modest beginnings, the Federal 
structure has vastly grown in magnitude and greatly diversified in character. 

The original agencies I have mentioned were orthodox in character and fol- 
lowed the concept of the Federal Reserve System, though on a somewhat re- 
stricted basis, since they could lend on collateral but could not discount without 
recourse. The Government’s relationship was to be of an indirect nature. It 
would create the structure and it would retain certain appointive power. The 
structure it created would not deal directly with the people but only with insti- 
tutions, which in turn dealt with the public. (There were minor exceptions 
to this principle, but in the beginning they were not important.) 

In one important respect, however, both the land bank system and the home 
loan bank system differed from the Federal Reserve System. The Federal Re- 
serve System never has to rely on Government aid. Because, however, of the 
voluntary nature of the new systems and the necessity for creating a structure 
which the volunteers could be induced to join, the Government in both instances 
invested heavily in the shares of the regional banks. As a result of this sup- 
posedly temporary device, Government influence on land bank and home loan 
bank policy has been intrusive; and even after the time at which all Federal 
capital had been returned, the systems remained under the direct scrutiny and 
supervision of executive agencies of the Government. The primary agencies for 
providing reserve credit for mortgage institutions thus never achieved the at 
least quasi-independence of the Federal Reserve System. 

From this beginning, the trend of Government intervention was toward both 
more obvious administrative supervision and more direct dealing with the pub- 
lic. The Federal Farm Mortgage Corporation and the Home Owners’ Loan 
Corporation both leaped into the financing vacuum created by the depression 
to make loans directly to distressed mortgagors. The RFC Mortgage Co. 
was created with the idea of assisting in reorganizing defaulted loans on com- 
mercial and apartment properties. 

It is to the credit of the Government in those years that it stoutly resisted 
pressures from real estate and building interests to put these agencies into the 
business of making new loans. Only in the instance of the RFC Mortgage Co. 
was this principle not maintained, for it did ultimately make a few loans on 
new apartment properties. It is also true that the RFC itself was authorized 
to make loans on apartment properties owned by limited dividend companies, 
but with insignificant results. As a matter of long-range policy, the Govern- 
ment still sought to deal indirectly with the public and to avoid infusions of 
Government capital. 

The Federal Housing Administration in 1934 was looked down upon as a bril- 
liant escape from the pressures for more direct action. In this case, the Gov- 
ernment created a mutual mortgage-insurance system to which all mortgage 
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lenders had access, the expenses and liabilities of which were to be covered by 
insurance premiums collected by the lenders from the borrowers. The system 
was envisaged as ultimately belonging to the people participating in it. In order 
to augment the sources of funds for insured mortgages, the original legislation 
contemplated the formation of a new type of institution, national mortgage 
associations, federally chartered, privately financed, and empowered to trade 
in insured mortgages with private lending institutions and to raise funds for 
this purpose by the issuance of debentures. 

It was not long, however, before the strictly indirect and impersonal concept 
of FHA operations was seriously diluted. The corporate form first contemplated 
for FHA was changed to a single administrator, thus making the operation more 
vulnerable to political influence. The assumed policy of awaiting submissions 
from lenders was replaced by one of aggressive direct promotion with the public, 
accompanied by a nationwide appraisal organization that examined and approved 
each individual case. More and more the lending institution tended to become 
a passive agent between the builder and FHA, which settled the terms of the deal. 

There were strong influences at work te bring about even more drastic changes 
in policy, On one side the pressure for public housing was building up and, as 
the depression refused to yield to less drastic measures, the advocates of direct 
governmental action became increasingly vocal. It may be forgotten now, but 
a sharp cleavage existed in the early New Deal between those who thought of 
Government intervention mainly as a means for getting hte old economic system 
back firmly on its track and those who welcomed it as a means for building both 
a new system and a new track. The FHA people were in the first group and 
their running warfare with their public housing counterparts made good news- 
paper copy right up to the time of the forced marriage in the wartime National 
Housing Agency, As late as 1945 the then FHA commissioner plainly expressed 
his reservations at being put permanently in the same administrative bed with 
public housing. 

This internal struggle brought the supporters of FHA into a series of com- 
promises. Since public housing offered a cure for social ills and economic de- 
pression, FHA must offer one also, Consequently, the agency began to be looked 
upon not primarily as an impersonal device for improving the functioning of 
the market mechanism but as a means of modifying the market to meet current 
social and political objectives. In other words, it undertook to compete with 
the out-and-out welfare agencies in order to reduce their encroachment on the 
market economy. 

The first full-blown public housing act was passed in 1937. In the early 
part of the following year, special FHA insurance provisions were enacted for 
houses valued at $6,000 and less, and more generous terms were included for 
mortgages on rental property. At the same time, in order to assure a market 
for these new kinds of loans, the Government created the Federal National 
Mortgage Association. (For still undetermined reasons, no privately financed 
national mortgage association had ever been chartered. ) 

The complete arrangement for the social manipulation of the mortgage market 
had now been invented. The FHA could be directed into any type of mortgage 
operation that at the moment seemed socially desirable or politically expedient, 
and the FNMA could assure the success of any such undertaking that the market 
did net find acceptable. 

The uses of such an arrangement (although the FHA-FNMA setup was not 
specifically referred to) were extolled by Adolf Berle in testimony before the 
Temporary National Economic Committee in 1940. Berle envisaged a banking 
system in which the flow of funds would be determined not by the market con- 
siderations of relative risks and competitive yields but by an official judgment 
of the social purpose of the loan, the terms of the loan being adjusted accordingly. 

The full potentialities of the FHA-FNMA combination in this direction were 
not immediately recognized. Perhaps this was due to the fact that management 
control of FNMA still rested in a separate agency, the RFC. At any rate, FNMA 
performed a secondary market function in a fairly orthodox manner. It bought 
FHA mortgages when the market was dull, it gave an initial impetus to lending 
on garden apartment property, it sold its holdings as the demand fo mortgage 
investment grew livelier, and it made a handsome profit for the RFC, which 
had subscribed its stock. Its operation was broadly stabilizing rather than 
selective or discriminatory. 

The old public-private investment controversy flared again, however, with the 
onset of World War II. Moving away from the mutual mortgage-insurance 
concept toward a loan-guarantee concept, a new type of FHA insurance was 
enacted providing for liberal financing of housing for defense workers. The 
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move was successful in reducing the amount of building that otherwise would 
have been constructed with Government funds; and since, because of war ¢ondi- 
tions, the mortgage market was starved for outlets, the eagerness of private 
institutions to take the new kind of insured loans made FNMA intervention 
unnecessa ry. 

A different set of circumstances, however, came about with the great upsurge 
of social legislation following the end of the war. An entirely new system of 
guaranties for home loans for veterans was established in the Veterans’ Admin- 
istration. This system was based primarily upon need and made it possible to 
provide that the greater the need the more generous the terms. FHA’s special 
wartime insurance was continued in order to augment the supply of veterans 
housing; and in 1948, FNMA, after being permitted to buy VA as well as FHA 
loans, again became an important factor in the market. In addition, the Home 
Loan banks were successfully urged to adopt a liberal policy on loans to members, 
with the result that an all-time high in outstanding credit was reached during 
the period 1948 to 1951. In 1949, the public-housing program was revived in what 
at first appeared to be a substantial manner, and pressure was organized to 
expand it into the so-called middle-income area. Countering this, more special 
types of FHA insurance were provided for equity investment, cooperatives, and 
military housing. In 1950, to make sure that no deserving case should go un- 
financed because of the lack or unwillingness of private lending facilities, the 
VA was authorized to make direct loans to veterans. 

With the growth of the welfare idea, the trend in the FHA operation was 
steadily toward a particularized view of the market as compared with the 
relatively broad and unified view with which it had started. Instead of one 
zeneral method of doing business, it now has a dozen or more distinct methods 
depending upon the type of property or the character of the borrower. Instead 
of approaching its task on the basis of measuring risk, it tended more and more 
to make determinations on a measurement of need. 

The whole series of welfare-credit measures was taken in face of and without 
regard to the inflationary impact that they produced. In fact, the only con- 
sideration given to the impact was to assure its intensification. As each infusion 
of specialized credit gave another upward push to the price curve, guarantee 
limits were advanced, maximum permissive mortgage amounts were raised, and 
FNMA’s facilities were more generously offered, so that the push became 
stronger. The lack of comprehension that the welfare-minded housing agencies 
showed of the basic facts of financial life only demonstrated how thoroughly the 
welfare approach to economic problems had pervaded and perverted official 
thinking. 

Beginning in 1948, a number of moves were taken that carried FNMA farther 
away from its original purpose and emphasized its subservience to welfare 
policy. First, the agency was reconstituted as an out-and-out Government 
instrumentality and all possibility of creating privately financed mortgage asso- 
ciations was ended. At the same time, the types of loans that FNMA would buy 
and the conditions under which it would buy them were so corcumscribed as to 
lose all flexibility in operating policy. Finally, a subsequent reorganization plan 
transferred management control of FNMA from the RFC to the Housing and 
Home Finance Agency. In 1950, a mild revolt in Congress against the inflationary 
excesses of the times temporarily ended FNMA’s power to make advance commit- 
ments; but a long distance still remained between the FNMA of 1950 and that 
of 1940. 

The net result of these changes was to bring about a close approximation of 
the credit setup that Berle had visualized. HHFA could determine the social 
need; FHA, which was under its domination, could direct its insurance activi- 
ties accordingly ; and FNMA, now also under its domination, could assure that 
the policies were carried out. How well this arrangement could work was 
revealed during the tight-money situation that prevailed after the change in 
the Federal Reserve’s bond-support policy early in 1951. 

The original FHA attitude toward interest rates was at least as orthodox as 
Adam Smith’s. They were intended to be set at the market and restricted only 
so as to protect the uninformed from extortion. As the general structure of 
interest rates declined during the 1930’s and early 1940’s, the FHA maximum 
rate was revised accordingly. In 1944, when the VA loan-guaranty system was 
launched, the interest rate was also set at the market. A mistake was made 
in not allowing some leeway for upward adjustments, but this was later rectified 
by congressional action. 
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As the general-structure of interest rates rose after March 1951, it was plain, 
despite official pretestations to the contrary, that a market view of interest rates 
no longer prevailed. The 4-percent rate had become a vested right of veterans 
against which economic forees could not be allowed to prevail. A 4%4-pereent 
rate for FHA’s new system of insurance for defense housing must be preserved 
because a higher rate would undesirably increase housing costs. Consequently, 
against a trend of 2 years’ duration, the FHA and VA maintained their sub- 
jectively determined rates, and the facilities of FNMA were invoked to make 
their determination tenable. In order to make FNMA fully effective in this 
respect, the power to make advance commitments was restored for FHA and 
VA mortgages in defense areas. 

The end of this long, somewhat confused history is that we have created a 
social credit system for mortgage finance. The power to decide who shall receive 
credit, how much credit shall be extended, what types of houses shall be financed, 
and in what locations the financing shall take place, all now reside in official 
hands. In this system governmental policy and administrative decision replace 
individual decisions on the market place. The only thing preventing the new 
system from becoming dominant is the congressional restriction on the scope of 
its operation. But the mechanism for dominance is present, awaiting only the 
desire for it to be exercised. 

We are now at a crucial point in this development. An occasion appears to 
exist for a critical review of policies and institutions. In face of this occasion, 
a number of questions should be asked. Can a system of private mortgage 
credit operate satisfactorily alongside a system of social welfare mortgage credit? 
Or will not a governmentally dominated system ultimately drive private funds 
into other areas? Can the mortgage credit requirements of the country be met 
without the particularized methods that the Government has set up? 

My own views in this matter are clear. I am convinced that the particularized 
welfare principles cannot be mixed with market principles; and I believe that the 
long continued attempt to mix them can only end in the vitiating or destruction 
of the market system. I firmly believe that in the long run the impersonal 
operation of the market system—if allowed to operate freely—will meet mortgage 
credit requirements more broadly and fully than an officially administered system. 

In considering the maintenance of a market system, however, it is not necessary 
to abandon the contributions to an ample and stabilized flow of mortgage funds 
that can be made by.a system of mortgage insurance and by a true secondary 
market facility. If these contributions are to be preserved, however, without 
continuing the risks inherent in our present arrangements, some drastic revamp- 
ing of these arrangements must be made. 

A separation of welfare functions and credit functions in the housing field 
should be undertaken. Moreover, the control over the mortgage-insurance func- 
tion should not rest in the same hands as the control over the secondary market 
function, since the latter should always provide a check on the former. The 
substitution of a corporate form for the present administrative form of the 
insurance. function would probably reduce the pelitical pressure to which it is 
subject, while the injection of private capital and at least quasi-private manage- 
ment into the secondary market function would contribute to the same end. The 
insurance function should be greatly simplified, and a form of portfolio insurance 
rather than individual mortgage insurance might be considered. Finally some 
relationship should be established between the insurance and secondary market 
functions on the one hand and the central monetary authority on the other. 

These are general principles. The working out of the details and the appro- 
priate methods of handling these functions within the administrative structure 
of Government require study. It would be well to institute such a study at once, 


before some new crisis confronts us. 

The Cuarrman. There are criminal provisions in the law for fraud 
or misrepresentation. What would you think of an amendment to 
include ae and misrepresentation on the part of the mortgagor? 

Mr. Neet. I don’t think I would have any objection, sir. 

Senator Bricker. No one can defend fraud or misrepresentation 
on anybody’s part. 
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The Cuarmman. I don’t know why, but the act has, ever since its 
conception, directed only against the mortgagee. 

Mr. Neet. I think this is probably the answer to that, Senator, to 
a certain extent: What the Congress was trying to do, you see, was to 
prevent a mortgagee from filing a claim with the Government which 
would be paid despite the fact that he was guilty of fraud. Now, 
therefore they at: “This claim will be paid, no matter who was 
involved in fraud if the fellow who presents the claim was all right.” 

It is like the rule in connection with negotiable instruments. If 
the instrument is good and is in the hands of a holder in due course 
without notice, it will be paid, even though it was made fraudulently. 
I think that was what was in Congress’ mind when it passed that 
provision. 

Senator Bennerr. Mr. Chairman? 

The Cuarman. Senator Bennett. 

Senator Bennett. I have been interested in your last recommenda- 
tion which is a warning that we should be careful not to include what 
you call welfare projects within the responsibility of FHA. You 
spent quite a lot of time this afternoon talking about promotion proj- 
ects. Don’t you think we should have the same care to protect FHA 
from the responsibility of going out to sell building programs or 
housing programs? 

Mr. Nee. That is right. I don’t think that ought to be possible. 

Senator Bennerr. Apparently that has led us into one of the traps 
in which we find ourselves presently. 

Mr. Neen. I think it has, sir. 

Senator Bennett. In effect, we should—no matter by what means— 
restore FHA to the position of being an underwriting instrument, or 
organization. It should operate from those motives, only, and check 
the values of its underwriting without respect either to the needs of 
the borrower, or to the desire of some other part of the Government to 
develop a housing program for other reasons. 

Mr. Nee. If you would do that it would meet with the hearty 
reer of every person in the lending field—I think. 

he Cuarrman. Are there further questions? 

Mr. Neex. Thank you very much, Senator. 

The Cuarrman. Are there any other questions? 

You have been very helpful to us. e appreciate it. You have 
come up with some suggestions and we may want to talk to you later 
and get the benefit of your experience, because we are just as inter- 
ested as you or anyone else in getting this present bill through the 
Congress. 

Mr. Nest. I will be available at any time, sir. 

The Cuarrman. We will try to button up all the loopholes and stop 
this sort of thing from happening. I think when we get into this 
investigation, you gentlemen will be convinced that it was necessary. 

Mr. Nerv. Thank you, sir. 

The Cuarrman. Tomorrow our witnesses will be Mr. Harry Held, 
vice president, Bowery Savings Bank, New York, representing the 
National Association of Mutual Savings Banks; John C. Williamson, 
secretary-counsel, Realtor’s Washington Committee, representing the 
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National Association of Real Estate Boards; John A. Reilly, presi- 
dent of the Second National Bank of Washington, D. C., representing 
the American Bankers Association; Milford i. Vieser, vice president, 
Mutual Benefit Life Insurance Co., Newark, N. J., representing the 
Life Insurance Association of America and the American Life 
Convention. 

We have four witnesses tomorrow. I suspect we will have to go 
over in the afternoon. We are going to recess until 10 o'clock 


tomorrow morning. 
(Whereupon, at 4:10 p. m., the committee recessed to reconvene 


at 10 a. m., Thursday, April 22, 1954.) 
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THURSDAY, APRIL 22, 1954 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, in room 301, Senate Office 
Building, at 10:05 a. m., Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bricker, Bush, Maybank, Frear, and 
Lehman. 

The CHamman. The committee will please come to order. 

Our first witness will be Mr. Harry Held, vice president, Bowery 
Savings Bank, New York, representing the National Association of 
Mutual Savings Banks. 

Senator MaYBANK. May I make a statement first ? 

The Cuarrman. Of course. 

Senator Maypank. It has come to my attention there are 1,194 units 
of section 608 either still under construction or where the insurance 
has not been worked out. Four projects have not, as yet, been cleared 
out and there are two that are not even finished. 

In 1950—that is, 4 years ago—you are well aware that we tried to 
stop it in this committee before it ever got to the Senate floor in 
January of that year. What I would like to have done immediately, 
Mr. Chairman, with your permission, is to ask for a thorough investi- 
gation of these units that have not even as yet been paid for, plus the 
ones that have not been completed. 

The units are in Boston, Chicago, Allentown, Pa., and in Alaska. 
There are 404 in 1 project in Chicago, 290 in another, ‘ 28 in Boston, 
and I can understand, perhaps, a little delay in Alaska, but I cannot 
understand why it hasn't been done since 1950, when the home builders 
and insurance people came in and urged us to pass this law to get rental 
units for peo Ie, Here it is 4 years later and still it hasn’t been done. 
I want to call the attention of this committee to a statement—and I 
will have more to say about this gentleman later on, a Mr. Summer of 
New Jersey, who took the liberty to go down to South Carolina and 
abuse me after he came to a meeting here, and I'll have plenty to say 
when he returns. This is what he said, on page 396 of the hearings 
of the Housing Act of 1951-52: 


Mr. Chairman, I wish to state that for years I have been a strong advocate 
for a priority plan to insure FHA for the construction of section 608— 


he even wanted priorities— 
1529 
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which could be rented at the lowest rentals, and to increase progressively until 
the units needed in defense areas could be provided. I have had considerable 
experience with section 608 construction and have arranged the financing of as 
many units, if not more than, anyone else in New Jersey. 

He advocated 100 percent. 

The Cuarrman. Is that Mr. Summer? 

Senator Maynank. S-u-m-m-e-r. He came down here and advo- 
cated 100 percent. He said everything was perfectly honest. 

The CHarrman. S-u-m-m-e-r? 

Senator Mayspank. Yes. 

The Cuatrman. He is from New Jersey ? 

Senator Maypank. Yes. 

The Crarrman. Senator Maybank, these projects you just brought 
to the attention of the committee are section 608 projects which were 
authorized in 1950 and have not as yet been finished ? 

Senator Maysanx. Two of them have not as yet been finished. 
Four have been finished, but they have not worked out the insurance 
and the financial arrangements. Is that correct? 

The Cuatrman. In other words, there are six that the still un- 
finished ? 

Senator Maygpank. Six big projects, but there are 1,000 units. 

Mr. Parsons. Six projects have not been completed in full. Two 
are still under construction, and four have been completed except for 
final financing arrangements. 

The Cuarrman. If there is no objection, we will ask the clerk to 
immediately ask the FHA to give us full and complete information 
on all unfinished projects. 

Senator Maynanx. I got that from the FHA. 

The CuarrmMan. Well, we better get more information than this. 
Get the details. 

Unfinished mortgages on section 608, and unfinished projects. Let’s 
have that for the record tomorrow without fail. 

(The information referred to follows :) 

FEDERAL HOUSING ADMINISTRATION, 
Washington 25, D. C., April 22, 1954. 
Re Last projects completed under the provisions of section 608 of title VI of 
the National Housing Act. 


Mr. Ira DIxon, 
Clerk, Senate Banking and Currency Committee, 
Room 303 Senate Office Building, Washington, D. C. 


DEAR Mr. Drxon: In response to your telephone request this morning, the 
following is a report of the last two projects completed or to be completed under 
section 608 of the National Housing Act: 

1. Project No. 071-40113: Parkway Gardens Trust No. 1, Chicago, Ill.; 290 
units; mortgage, $2,530,900. 

This is a colored cooperative project which was completed on April 1, 1954, 
and is 100-percent occupied. 

2. Project No. 071-42007: Parkway Gardens Trust No. 2, Chicago, Ill.; 404 
units; mortgage, $3,647,000. 

This is a companion project to the one above and is about 85 percent com- 
pleted and approximately 75 percent occupied. Completion is now expected 
about September 1, 1954. 

These two projects have been a long time being completed, owing to extremely 
complicated circumstances, litigation, and other complications. 

3. Project No. 023-42013: Co-Ray Realty Co., Inc., Boston, Mass.; 28 units; 
mortgage, $215,500. 
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This project was just recently started. It was held up for a long time by 
litigation concerning zoning ordinances which was carried to the Supreme Court 
of Massachusetts. 

4. Project No. 0384-42041: Jordan Park Apartments, Inc., Allentown, Pa.; 199 
units; mortgage, $1,492,500, decreased to $1,400,000. 

This is a State subsidized project in which the State granted the owner 
$383,828 which, added to our mortgage of $1,400,000, makes a total investment 
of $1,783,828. Our mortgage was originally for $1,492,500, but was decreased 
to $1,400,000. This is 100 percent completed and occupied, but it has not been 
finally endorsed for insurance, owing to negotiations between the mortgagor 
corporation and the State housing authority which controls this project as to an 
increase in rents. The owner also desires an increase in the mortgage due 
to unexpected costs of excavation which has not been granted by our insuring 
office. 

5. Project No. 130-42014: 1200 L Street, Anchorage, Alaska; 139 units; 
mortgage, $1,757,300. 

This project was completed January 23, 1953, and is 100 percent occupied. 

6. Project No. 1830-42015: Coffey House, Anchorage, Alaska; 134 units; mort- 
gage, $1,741,300. 

This project was completed January 23, 1953, and is 100 percent occupied. 

These two projects have not been finally endorsed for insurance, owing to 
litigation between the stockholders and the mortgagor corporation which has 
prevented final endorsement. All of the mortgage money has not been advanced. 

Very truly yours, 
NorMAN P. Mason, 
Acting Commissioner. 


The Cuarman. Mr. Held, you have a prepared statement, I believe? 


STATEMENT OF HARRY HELD, VICE PRESIDENT, BOWERY SAVINGS 
BANK, NEW YORK, REPRESENTING NATIONAL ASSOCIATION OF 
MUTUAL SAVINGS BANKS 


Mr. Herp. I have a prepared statement. However, we haven’t had 
time to reproduce it, and I would.like to read from it, sir. 

The Cuarman. Proceed. 

Mr. Hetp. My name is Harry Held, and I am vice president of the 
Bowery Savings Bank, New York City. 

The Cuamman. You say you do not have an extra copy ? 

Mr. Hevp. No, sir; I do not. 

The CuatrMan. Go ahead. 

Mr. Hep. I am appearing here as a representative and on behalf of 
the National Association of Mutual Savings Banks at the request of 
your chairman to give testimony regarding amendments as to housing 
egislation which will prevent the recurrence of present conditions. 

As the alleged conditions concern the FHA title I modernization 
program and the rental housing program, particularly under the ex- 
pired section 608, I shall confine my remarks and suggestions to 
these two phases of the FHA operations. 

With reference to the title I program, I made a personal telephone 
survey of a number of institutions dealing in home modernization 
loans and found that in connection with the dealer type of loan, they 
deal exclusively with reputable dealers whom they have had exper- 
ience with over a period of years. It was the general opinion that the 
amendments to part 1 or title I regulations of FHA, as transmitted 
to all qualified title I lending institutions under date of October 28, 
1953, 11-101, substantially tightened previous regulations. 
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The procedural steps provided in these new regulations were 
specifically designed to eliminate the unethical operator from the 
home-improvement field. A further bulletin on December 28, 1953, 
T-1-102, enlisted the aid of all participating institutions in reporting 
dealer unreliability or irregularities as provided in regulation 6, 
section 2 of the governing title I regulations. 

I am reliable informed by participating institutions that these steps 
have had the effect of curtailing the activities of unscrupulous sales- 
men and dealers and have also resulted in a tightening of loan pro- 
cedures. As banking institutions have a responsibility in the making 
of title I loans, it might be of interest to the committee to know that, 
as reported on the 1953 call record of the FHA property loans out- 
standing, against a nationwide delinquency ratio based on amount 
of 1.30 percent delinquent 90 days or more, the delinquency ratio of 
national banks was only 122, and State-chartered banks, 121. 

Incidentally, these institutions held 86.7 percent of all title I notes 
outstanding. 

Insofar as legislation is concerned, there seems to be little that can 
be done by way of amendment to add further safeguards to this type 
of money. Administratively, it might be advisable to prepare and 
require a standard form of home repair contract for use in connection 
with an FHA modernization loan. Such contracts should provide 
for fully outlining the specifications and material in connection with 
the repairs or modernization to be undertaken. 

With an endorsable contract, the homeowner would be better pro- 
tected as to type and quality of materials and work, and would have 
legal redress for nonperformance. It would also seem that the most 
effective way to combat the racketeer in home-improvement loans 
would be to provide FHA with sufficient investigatory personnel to 
run down all complaints and ascertain how, at the moment 

Senator Maysank. Would you mind yielding right there? 

Mr. Hetp. Yes, sir. 

Senator Maypank. How can that be done, and I say that. most re- 
spectfully—how could we get enough to investigate into $11 million 
worth of loans? 

Mr. Hevp. There wouldn’t be 11 million complaints. 

Senator Maypank. How many do you think it would take? 

Mr. Hetp. It all depends upon the area. 

Senator Maysanx. For our information, is it in California—well, 
you have seen the figures from the General Accounting Office—I think 
they ran about 20 to 1, we will say, as against the State I come from, 
South Carolina, for instance. Would you have any idea of the num- 
ber of complaints ? 

Mr. Hetp. No. 

Senator Maysank. The Justice Department told us there were quite 
a few complaints, but they have been centered in certain sections. 

Mr. Hetp. I think probably from a tabulation of the complaints, 
you could find out how many people, and have a task force to go out 
to these different areas and check them up. : 

Senator Maysank. You are familiar with the FHA loan sheet now, 
are you not? 

Mr. Het. Yes, sir. 

Senator Maypanxk. Do you think that could be materially im- 
proved ? 
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Mr. Hex. The title I? 

Senator Maypank. Yes. 

Mr. Herp. No; all I am suggesting is that the homeowner be sup- 
plied with a contract form. 

Senator Maypank. A better contract form ? 

Mr. Herp. That is right. 

Senator Mayspank. What do you think about the form we have 
now ¢ 
Mr. Hep. Well, the form of note and affidavit, I think, are satis- 
factory as revised back last October. 

Senator Mayspank. You think, then, you ought to have a better 
contract ¢ 

Mr. Hex. I think probably in a great many of these loans the small 
fellow is the one who writes on a piece of paper that he is going to do 
something for a certain amount of money. That constitutes a con- 
tract. Then you get complaints because the owner thinks he should 
have gotten more than he did, and the contractor says, “Well, I gave 
you all I promised you.” 

Senator Maypank. Well, in a responsible bank and a restricted 
bank such as yours is, you wouldn’t be aware of some of the things 
that have happened. I ask this question: Don’t you think we might 
specify what these loans will be based on ? 

Mr. Het. I think that might be a good idea. 

Senator Maynank. Well, you know of some of the loans made in 
California? 

Mr. Hetp. Yes, sir. 

Senator Maysanxk. Suppose we specified the type of loan. Could 
we do that in legislation, in your judgment ? 

Mr. Herp. I would think that would be sensible, to limit it to, you 
might say, home modernization, rather than auxiliary types of 
modernization. 

Senator Maypank. The auxiliary types are the kind that came in, 
fire alarms, burglar alarms, barbecue pits, and things like that. 

The Cuarrman. Do you think title I is necessary ? 

Mr. Hewp. From my check with a great many institutions, a great 
many of them originally started in the title I field and are now making 
their own direct loans on home modernization. Their experience has 
been so good under title I that they felt they didn’t need the 10 percent 
cushion and they could make them on a direct basis. 

The Cuatrman. And they save the insurance cost. 

Mr. Herp. And they save the insurance; yes, sir. In other words, 
they could set up a reserve. 

The CuarrMan. There is no question but what title I started back in 
1934 as a depression measure to help make jobs. 

Mr. Hexp. Yes, stimulate building. 

The Cuarrman. And it has been in effect ever since. 

Mr. Hew. Yes. 

The Carman. The strange thing was, it was in effect during the 
war. 

Mr. Het. Yes. 

The CuatrmMan. It was in effect even when we had allocation of 
materials and when we had regulation X and regulation W, and price 
control, it went merrily on. When we were trying to control inflation 
by price, wage, and rent controls, and fought title I, which was put 
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in originally as a depression measure, it was left in the bill. It is in I 
the pereent bill that is before us at the moment, at the suggestion of cu 
the Presidential Commission and the Administration itself. I intro- we 
duced the bill, calling for an increase from $2,500 to $3,000 and an pul 
increase from 30 months to 36 months in terms. Do you think it is ( 
needed at all at the moment ? tha 

Mr. Hexp. I think title I, the home-modernidation program, has pol 
been a great boon to this country and a great boon to homeowners in me 
providing things like completing two extra rooms upstairs and put- 
ting on garages, and so forth. 

The Calumet. You think it might well be limited to what we the 
normally consider home repair, such as a new roof, painting, floors, fo’ 
fixing the windows, adding an additional room—just limit it to what = 
we normally call repairs? 

Mr. Hexp. I would be inclined to favor that. 

The Cuarrman. You would be inclined maybe to recommend that? ? 

Mr. Hetp. To favor that. = 

Senator Busu. I believe you indicated that the banks’ experience | 
with this has been so satisfactory that a lot of them were proceedin - 
on their own without reference to the guaranty. Why do you thin bi 
it is necessary to continue title I? 

Mr. Hep. Well, it may not be completely necessary. I think, as 
I point out, a great many banks are gradually taking these over 
because of the previous excellent experience in connection with that 
type of financing. 

Senator Busu. Wouldn’t that increased takeover be accelerated by ) 
dropping title I out of the bill? t 

Mr. Hexp. It probably would; yes. b 

Senator Busn. Would your institution favor that move? ‘ 

Mr. Hexp. Well, we don’t have any title I loans ourselves, being a . 
New York State bank, but most of the banks that I have checked with ‘ 
are suburban banks which go in for a good deal of title I paper. As 


I say, a great many of them have indicated that a good _ of their 
title I, FHA business is now converted over to direct lending on home 
modernization. I still think that there is probably an area in which 
title I home modernization under FHA should be continued. 
The Cuatrman. Don’t you think, Mr. Held, that possibly FHA 
got into trouble with title I when they went out promoting it and 
approved some 500 to 600 items that were subject to insurance, rather 
than staying with the original purpose of helping a man to repair 
his home, in the true sense that we think of repairs, rather than swim- 
ming pools and burglar alarms and landscaping and—well, we have 
asked for a complete list, as you know, of the between 500 and 600 
items that Mr. Frentz testified they were insuring. (See p. 1597.) 
Have we received that yet, Mr. Clerk? 





Mr. Drxon. No; we have not. : 
The Carman. I wonder why it takes them so long to get this 
information to us. Is anyone here this morning from FHA—that 


is, who is still working over there? 
Senator Maysanx. Mr. Greene—— 
The Cuarmman. You are not with them any more, are you? 
Mr. Greene. No. 
The Cuatrman. Is anyone here with FHA? 
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It isn't quite clear tome. We asked for that 2 or 3 daysago. Why 
couldn’t they just send it up within 10 minutes? I would think there 
would be a list there someplace where a man could look at it and 
pull it out and say, “Here is the list.” 

Call them on the phone, will you please, because it is important 
that we have this. I would like to have it this afternoon. It is im- 
portant that we have this, in discussing the matter with these gentle- 
men today, sir. 

Mr. McMorray. Here is Mr. Welsh, from HHFA. 

Senator Lenman. May I ask you, Mr. Chairman, if we received 
the memorandum which was promised to us by Mr. Cole, setting 
forth the exact standards that are used in making estimates, 
valuations ? 

The Cuatrman. Section 608 or title 1? 

Senator Leuman. Section 608. 

The Crarrman. Mr. Clerk, have we received that? Did you hear 
what Senator Lehman said? Will you say it again, please? 

Senator Lenman. Several days ago, I asked Mr. Cole, in the pres- 
ence of some of his assistants, to give us a memorandum of the exact 
basis that is used in making estimates in valuations. (See p. 1408.) 

The Cuatrman. Under section 608. 

Senator Lenman. Under section 608. 

The Cuarrman. You have not received that, either ¢ 

Mr. Drxon. No, sir. 

The Cuatrman. Check them on that. 

Another thing we asked for, which is very, very important, and 
they promised to give it to us, was a list of dealers that they have 
blacklisted or raised a caution about. 

They promised to give us the names of the dealers in the United 
States that have been blacklisted or canceled out, and said, “No longer 
can you insure under title I without fulfilling special conditions.” 

Now, they promised to give us that 2 or 3 days ago. Do we have 
that yet? I understand we have part of it through November 1953. 
I think it is important that we have that. It is public information, 
and we ought to have it for our record, here. (See p. 1905.) 

Those three things, Mr. Clerk, we would like to have this morning. 

Mr. Dixon. I would like to get the first one. I thought it was the 
dealers. 

Senator LeumMan. May I ask a question? 

The Cuarrman,. Senator Lehman. 

Senator Lenman. Mr. Held, under the laws of the State of New 
York—I used to know something about them, but I haven’t kept up 
with them very closely in 12 years—under the laws of the State of 
— York, are the mutual savings banks allowed to make character 

oans ¢ 

Mr. Hetp. No, sir, no direct personal loans. 
mee Lreuman. Are they allowed to make direct rehabilitation 

oans 

Mr. Herp. On oe which are being rehabilitated ? 

. Senator Lenman. Yes. 

Mr. Het. If there is a mortgage involved. 

Senator Lenman. Do you mean a mortgage that runs to the bank? 

Mr. Hetp. That is right. Not on a note. 
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Senator Leuman. In other words, if a mutual savings bank made 


a $1,000 rehabilitation loan, it would have to take a mortgage for © 


that amount? 

Mr. Hep. That is correct; yes. 

Senator Lenman. Can you tell us what the ratio is today, approxi- 
mately, between direct rehabilitation loans and the title I loans? 

Mr. Hexp. I do not have that figure, Senator Lehman. 

Senator Lenman. Is it substantial ? 

Mr. Hexp. I wouldn’t know about the ratio. 

Senator Leuman. You mentioned that in your opinion that is quite 
a prevalent practice. 

Mr. Hep. I said in the institutions with whom I have checked that 
a great many of them who were originally in the title I program are 
now making some of those loans direct. The trust companies; some of 
the savings banks in Connecticut—savings banks in Connecticut can 
make this type loan, and they are doing a large direct business in 
home modernization loans. 

Senator Lenman. Have you any figures on the loss experience or 
direct rehabilitation loans ? 

Mr. Hetp. No, sir. I would guess that it was less than 1 percent. 

Senator Leuman. What was the loss on the title I loans? 

Mr. Hevp. I understand that was also less than 1 percent. I have 
some figures that I just gave on the call report. Against a nationwide 
delinquency ratio based upon an amount of 1.30 percent delinquent 
90 days or more, the delinquency ratio of national banks was only 
1,22 percent, and State-chartered banks, 1.21 percent. 

Senator Lenman. When the bank makes a direct rehabilitation 
loan, what inspection do they make with regard to the work and the 
progress of the work ? 

Mr. Hexpv. They probably make the same type of inspection that 
they make in connection with a title I, FHA loan. Actually, these 
are loans based upon personal notes. Actually, it is a credit factor 
that is involved, as well as rehabilitation. 

Senator Lenman. You say they make about the same inspection as 
they do on the title I loans? 

Mr. Hevp. That is right. 

Senator Leuman. Do they make any substantial inspection on their 
title I loans? 

Mr. He tp. I think the general practice has been, in the institutions 
I have talked to, that they have spot-checked these things and in 
dealing with reputable dealers, when they get their completion cer- 
tificate, they are generally satisfied, but being in a local area, they can 
g° out and spot check 4 or 5 or 6 in a day to see that the job has been 

one. 

Senator Lenman. Don’t they depend very largely on the certificate 
that they get from the homeowner, himself, as to work that has been 
completed ? 

Mr. Herp. I would think that is so; yes. 

Senator Lenman. My impression is that there is very little, if any 
real inspection done by the banks under title I. Now, on these reha- 
bilitation loans, is there any limitation with regard to the character 
of the work that can be done? Would it be limited to the -house 
itself and to necessary repairs or changes, or would there be a wide 
category, as is the case now, in title I loans? 
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made Mr. Hetp. As my experience goes in the New York-Connecticut 
e for northern area, the modernization loan has been pretty well limited 
to actual home repairs. I know of no cases—no cases have come to 
j my knowledge whereby any auxiliary type of improvements have been 
TOxl- | made. 
: | Senator Lenman. Concretely, would they make a modernization 
loan for landscaping ¢ 
Mr. Hevv. That may be possible, but I wouldn’t know. 
Senator LeHMan. It has been testified here that some of these own- 


quite ers were persuaded to make small fire-insurance allowances. Would 
the bank recognize that ? 
that Mr. Hevp. I doubt it very much. 
1 are Senator Lenman. If the banks can limit the purposes to which 
ne of these loans can be used, wouldn’t it be possible under title I to limit 
can the purposes, instead of spreading them all over the lot, as we do 
ss In now ? 

Mr. Hep. Yes. I believe I have already said that I would favor the 

e or idea of cutting down the list to keep it to true home improvement, 
rather than auxiliary types of improvements such as may be in the 
ent. program at the present time. 

Senator Lenman. Would that, in your opinion, reduce the oppor- 
lave tunity of the salesman to persuade the homeowner to buy or contract 
vide for things that really were not needed or useful in the house ? 
lent Mr. Hep. It may. It would probably minimize it to a great 
nly degree. 


Senator Lenman. Have the mutual savings banks—your bank, for 





ON instance—have they got any list of the improvements which they 
the would recognize as justified under a direct modernization loan? 

Mr. Hep. As I mentioned before, Senator Lehman, we do not make 
hat title I loans. Being a New York City bank, we get very little call 
ese for them. Most of those loans are made by the commercial banks in 
tor the city, and mostly in the suburban banks, where the local contractor, 


or the owner, goes to a local bank and arranges his loan. 
Senator Lenman. Are you representing all the 
’ I £ 





as 
Mr. Hep. The national association. 
; Senator Lenman. You were talking about the growth of these re- 
elr habilitation or modernization loans. I was under the impression that 
you were referring to loans made by the New York City banks. 

ns Mr. Hetp. I was talking in a general sense. 

In Senator Maynank. Mr. Held, have you heard of some banking cor- 

or porations formed for the particular purpose of making title I loans? 

un Mr. Hep. No, sir; I have not. 

on Senator Maypankx. Have you ever heard of banks that have 

branches in various sections to make title I loans? 

te Mr. Hep. No, sir. 

n : It would also seem that the most effective way to combat the 
racketeer in home-improvement loans would be to provide FHA with 
sufficient investigatory personnel to run down all complaints and to 

'y ; ascertain how and from whom loans to unscrupulous dealers and 

“ their representatives are made. Effective action under existing law 

r and regulations can be taken in these cases to prevent recurrence of 

e . such activities. 

e Rental housing: With reference to the rental and cooperative hous- 


ing provisions under sections 207 and 213 of S. 2939, I testified before 
4 
: 44750—54—pt. 3 16 
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this committee on March 25 and stated in connection with the pro- 
posed changes in section 213, as follows: Our association believes that 
the provision which would base mortgage limits on appraised values 
instead of replacement costs as provided under section 213, is de- 
cidedly a forward step toward providing relatively sound cooperative 
housing. 

We also stated we are, however, not at all certain that section 213 
should provide for higher basic mortgage limits than those provided 
under section 207. While in theory it may seem advisable to make 
provision for higher limits on cooperative projects and rental projects 
such higher limits might in effect ead to the promotion of unsound co- 
operatives under the sponsorship of speculative developments. 

Inasmuch as section 207 continued to provide for estimated value 
based upon economic soundness, we did not address ourselves to any 
further recommendation for additional amendments. 

Senator Busu. Section 207 is what type? 

Mr. Herp. That is the rental housing under the economic-value 
standpoint. 

However, in the light of the committee’s invitation to give testi- 
mony regarding amendments to housing legislation which will pre- 
vent recurrence of conditions recently alleged in connection with FHA, 
we would like to make the following suggestions: It is our opinion 
that the provision for insuring loans on leaseholds in both sections 
207 and 213, should be eliminated. It is our belief that this provision 
was originally put into the law to enable rental projects to be built 
in those States, particularly Maryland, where the use of the leasehold 
type of land tenure was traditional. Where the leasehold tyne of 
transaction was resorted to in other areas in connection with FHA 
financing of rental projects, the motivating influence in all prob- 
ability was one of profit and/or tax consideration. 

The leasehold type of mortgage in effect could increase the FHA 
liability in the event of a default on the mortgage, if the Administra- 
tion bought the fee at the prescribed price in lieu of continuing to 
pay ground rent to the lessor, in the event of default. 

In view of these circumstances it would seem to us that the elimina- 
tion of provisions for insurance of FHA mortgages on lease land 
would produce sounder rental and cooperative housing loans under 
sections 207 and 213. 

We also would favor an amendment to sections 207 and 213 similar 
to the one this committee added to title VIII and title IX of the 
FHA act to provide a requirement that the mortgagor certify as to 
actual costs upon completion of physical improvement. Also if the 
mortgage amount exceeds the permissive percent of the certified 
actual cost the mortgage amount should be reduced by such per- 
missive percentage. While we would favor such an amendment we 
would feel remiss if we did not point out that such provision would 
tend to favor the least efficient builder as against the most efficient 
one. Also that if the general construction costs—— 

The Cuamrman. Will you yield there a moment? 

Mr. Hetp. Yes. 

The Cuamman. Why do you make that statement? I am inter- 
ested in it. 

Mr. Hexp. The least efficient builder, obviously, would have greater 
costs than a more efficient builder, on a similar type of project. 
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The CuamMan. Maybe I don’t understand this business and maybe 
you can help me: Here is a case where the builder continues to be the 
owner and he takes out a mortgage and regardless of the size of the 
mortgage, he must pay it. 

Mr. Hep. That is right. 

The Cuarrman. So why isn’t he better off, then, in having a small 
mortgage, and building the property at the least possible amount? 
W y “do you say that it will penalize the efficient builder? 

Hexp. It would penalize the efficient builder because on the 
same T dkamlien of units—assuming that two builders, an inefficient and 
an effcient builder 

The CuarrMan. One would get higher rent than the other. 

Mr. Hexp. One would get higher rental than the other, that is one 
situation, and the other situation would be that while this fellow’s 
costs would come down, he would have to pay back 

The Cuarrman. The only way he oun really get hurt is because 
the lower the mortgage, of course, the less the rents. 

Mr. Hewp. Yes. 

The Cuatrman. The only way the efficient builder would get hurt, 
then, would be by charging lower rents? 

Mr. Hew. That is right. 

The Cuarrman. Therefore, the inefficient, and the fellow who can 
get the high appraisals—the higher he can get the mortgage, the more 
rental income he is going to have; is that correct 4 

Mr. Hew. It might cause your efficient builder to become inefficient. 
A bricklayer might lay from 300 to 500 bricks a day. In some cases, 
in order to get projects finished in a short period of time, builders 
sometimes pay overtime, et cetera, to get the buildings up as fast as 
possible, as against another type of building. There are many factors. 

The CuarrMan. It seems to me, ee what is wrong with 
this law and what is wrong with what FHA has been doing is that 
they have been setting these rents on the basis of the mortgage, rather 
than on, maybe some other standards. 

Mr. Hex. I believe that that is so. 

The Cuarrman. I cannot conceive of a practice that permits people 
to pay more rent because the builder was inefficient and because the 
appraiser was wrong in his appraisals. It seems to me, then, that it 
is inherent in this procedure and in the law and in the policies FHA is 
following, setting the rents based upon the amount of the mortgage. 

Mr. Hex. Well, in connection with any replacement cost formula, 
you have to use an average. You can take all of the large construction 
cost indexes from, oh, 15 or 20 different organizations, and you will 

find that the cubic-foot cost for the same building will vary in the 
same area, and also in different areas. 

The CHarrman. You see, what we have been talking about or pro- 
posing, as you say, as we did in military housing, that you can go 
ahead and appraise them and get a mortgage for that amount, but 
when the project is completed, then you adjust your mortgage to the 
actual cost. 

Mr. Hep. Yes. 

The CHarrman. You feel that that will penalize the efficient 
builder ? 

Mr. Hep. We were just pointing that out. We would favor it, but 
we are pointing that out. 
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The Cuatrman. I can see where it does penalize the efficient builder 
because he will get less rent. That is why I say, the principle is just 
1,000-percent wrong in arriving at the rates on that basis. 

Mr. Hevp. For instance, on a two-and-a-half home unit, you would 
have an $8,100 evaluation and next door you would have a $7,100 
valuation because one fellow was more efficient than the other. There 
is a certain inequity in this, 

The Cuarrman. The tendency has been on all these section 608’s, 
then, to get the appraisal as high as possible and get the mortgage as 
high as possible. “Even though I do own the property and will have 
to pay back the mortgage, I can get the money and get higher rents.” 
Is that the practice ? 

Mr. Herp. The rents were based upon the amount of the mortgage, 
plus the operating expenses and the per room rent was working 
backwards from the expenses necessary to be paid out of the rental 
income. 

The Cuarrman. In other words, if I could talk an appraiser into 
giving me an appraisal and letting me get a million-dollar mortgage 

nowing that the property would only cost me $600,000, then I could 
charge 40 percent higher rentals. A little less than 40, but I mean 
in round figures. 

Other things enter into it, of course. 

Mr. Hep. There are a great many factors. 

The Cratrman. Using the formula I just used, I could get higher 
rents. I don’t know whether it is 40 percent or not but I could get 
higher rents? 

Mr. Hep. That is right. 

Senator Busu. Probably the reason he would be able to get the 
higher rents is due to the scarcity value of the accommodations of that 
kind, at such periods as these rentals came on the market; is that 
not so? 

Mr. Hep. The surprising thing about the rentals in section 608 
is—I have some figures here which I got which indicate that rentals in 
section 608 projects—the survey of vacancy percent in completed FHA 
section 608 rental prospects. 

March 31, 1953, 2.8 percent. 

March 31, 1952, 3.9 percent. 

March 31, 1951, 5.8 percent. 

March 31, 1950, 7.2 percent. 

Senator Busu. What is that? 

Mr. Hexp. Percentage of vacancies in completed section 608 
projects. 

Senator Busn. Those are very low figures. 

Mr. HE vp. Yes, sir. 

Senator Busy. My point is this, pursuing the Senator’s question a 
little further. If these properties had been marked up as so many 
of them are, according to this list we have here—let us say property 
is marked up 20 percent—it costs $1 million actually, but they are 
getting a $1,200,000 loan on it. That marks the whole thing up 20 
percent so that the rental, itself, would have to be up 20 percent 
in order to pay out, would it not? 

Mr. Hexp. That is true. 
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Senator Busi. So, as we catch up on housing here, gradually, those 
properties which have that padded factor in them are going to be in 
a rather poor competitive position, are they not? 

Mr. Hevp. They might be if a great many new units were built to 
put them in competition. For instance, if rent control were to go 
off in certain areas and rents in older builders were to shoot up be- 
yond these, then these would be really bought. 

Senator Busu. As prices are stabilized and the demand for housing 
increases, would the population—chances are the builders have gone 
ahead and built new buildings, and if they are built and priced on 
a fair basis and not on a padded basis, then they are going to come into 
competition with these units, at a 20-percent differential for new 
quarters, are they not? 

Mr. Hetn. That is correct. 

Senator Busy. Do you have an opinion as to whether that possi- 
bility doesn’t threaten to bring an awful lot of trouble to the Govern- 
ment, which is guaranteeing these mortgages ? 

Mr. Hetp. Well, I might say this: Of course, amortization on these 
loans are working in favor 

Senator Busu. That is right. 

Mr. Hewp. Also the fact that there are replacement reserves that 
are set up and there is the only type of mortgage upon which replace- 
ment reserves could be set up to take care of future replacements on 
a cash basis. In the ordinary amount they do not have replacement 
reserves. They may carry a depreciation factor on their statement, 
but when they come to a point where they have to replace refrigerators, 
they usually do it based upon a chattel-mortgage type of arrangement 
whereby they replace them and pay them out of rents over the next 
8 years. But in each one of these, there is a replacement reserve, which 
I think is another safety factor. 

Senator Busu. That would be a safety factor so long as the rentals 
were competitive and so long as they could keep that fine occupancy 
record up. 

Mr. Hep. That is right. 

Senator Busu. But, if competition comes in on the basis of true 
cost and fair profit, it would put these properties at very considerable 
disadvantage, it would seem to me. 

Mr. Hep. That is true, but based upon the record of rental housing 
construction, in our area, there has been no housing that has been 
comparable to the FHA rental projects that were constructed as far 
as rents are concerned. The rents were $35 and $40 a room, as against 
$25 to $30 a room in the other. 

Senator Busu. As time goes on and we get caught up with the build- 
ing situation, builders are going to come in and see these high costs 
and be tempted to build competitive buildings on a private basis and 
supply severe competition. 

fr. Heip. You would have to have a substantial decrease in build- 
ing costs in order to build at 1947 or 1948 or 1949 levels. 

You would have to have a very substantial decrease in building costs, 
and, of course, land is increasing in value all the time, particularly 
in these areas. 

Senator Busu. I am thinking particularly of that padded factor 
that is in so many of these section 608 loans. That is what I am talk- 
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ing about. Not the costs. I don’t expect to get back to 1946 or 1947 
costs. And neither do you; do you? 

Mr. Hexp. No. I know of no formula whereby, based on estimated 
current costs as of today, you could say that that would be the ulti- 
mate cost 18 or 21 months from now. The way the thing was set up 
all in advance of the actual construction of the building, and many 
things can happen during that period. 

Senator Busu. I am simply trying to point out or feel out whether 
it isn’t true that because of this padded factor, those buildings which 
have been put on the market, are going to find themselves in just that 
much of an unenviable position in competition, eventually, as the 
whole market catches up with this situation. That that might put 
the FHA in a very embarrassing position, as guarantor of these 
padded loans. 

Do you not see that that is a real possibility ? 

Mr. Hex. It may be a possibility, although as I have pointed out 
you do have amortization working in favor of this situation and you 
do have at the present time a loss experience of 3 percent, on a very 
liberal program. 

Whether that loss experience will increase over a period of time is 
problematical. Whether the fund will be sufficient to take care of 
it—actually there is a salvageable value in all of these properties, 
upon a resale, if FHA takes them over, and that is what I believe the 
fund was set up for and they may not have to go to the Treasury for 
any money. I don’t know. I can’t predict what is going to happen 
but I do say that time is running in the favor of these section 608’s, 
by virtue of the amortization and the buildup of replacement reserves 
which in the event of default, the sponsor, or owner losses and it has to 
be turned over 

Senator Busu. It runs in their favor, but that will not let them 
get to a competitive basis in the rentals. 

Mr. Hexp. That is right, but it does have an effect on the ultimate 
oss. 

Senator Busu. Thank you very much. 

Senator Lenman. Mr. Held, I would like to ask you a question : Dis- 
regarding at the moment the possibility of criminal violation in con- 
nection with section 608, I think it is perfectly clear—I say this with- 
out having been on the committee at that time—that when this law 
was drafted, there was no expectation that the Government was going 
to permit the section 608 builders to be paid a substantial amount 
larger than their investment so that they could mortgage out without 
any difficulty and immediately make a profit. I think there is no ques- 
tion about that. 

Mr. Hep. That is correct. 

Senator Leuman. Now, we find they have been able, because of 
the careless, or inept, or possibly corrupt valuation that has been made, 
to obtain a sum of money that is vastly, in some cases very greatly in 
excess of the actual cost of the buildings. 

You were saying that to base the mortgage on the actual cost of 
the building would penalize the efficient builder. To some extent I 
think that may be true, but there are always variations, there are al- 
ways unknown factors that affect the cost of a project. You can’t get 
away from that. And if you based your mortgage on the actual cost, 
then there would be no inflated valuations which would inevitably in- 
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crease the rent. So that you can either do it, it seems to me, on a cer- 
tification, or you can—I would ask you whether in your opinion it 
would be possible to place a provision in the law compelling people 
who have received sums larger than the actual cost, plus a profit, to 
pay that back in the reduction of the mortgage upon which, after all, 
the rentals are based. 

Mr. Hetp. I said we would favor that. 

Senator Lenman. You would favor it. 

Mr. Hetp. Yes; I said we would favor that. 

Senator Lenman. Would that limit the operations of any of the 
sections ? 

Mr. Hep. It probably would; yes, sir. 

Senator Lenman. To what extent! 

Mr. Hex. It probably would to a certain extent. To what extent, 
I cannot say. 

The Cuarrman. Mr. Held, while we are talking about that, has 
your bank financed a lot of section 608 projects ¢ 

Mr. Het. Yes. 

The Cuarrman. All in and around New York City ? 

Mr. Hexp. All over the country. 

The CuHarrman. Would you remember any specific ones? For 
example, if I named one to you, are you close enough to it to remember ¢ 

Mr. Het. I believe I might. 

The CuarrMan. Did you finance the Farragut Gardens, Van Deveer 
Estates, Inc. ? 

Mr. Hexp. That doesn’t ring a bell. Some of these go by corporate 
names and then they change the name of the project, or something. 
I don’t know offhand. 

The Cuarrman. Are you familiar with the fact or have you had 
any experience with it, the fact that these gentlemen under section 
608 were mortgaging out and declaring dividends and making what 
they considered to be a profit on their mortgages ? 

Mr. Hep. No, sir; we were not aware of the fact. As a matter 
of fact, I testified before this committee that there was a possibility 
that that could happen under the existing law. 

The CHairMan. Vor say your bank has participated in a lot of 
these section 608 projects ? 

Mr. Het. Yes. 

The Cuamman. Did you require that the borrower from you, the 
man from whom you bought the mortgage, did you require that he 
give you an actual cost of the project ? 

Mr. Hex. No, sir; we did not. The entire responsibility for ap- 
praisal—we worked on a commitment, entirely from the FHA. 

The Crarrman. In other words, you accepted 100 percent the 
FHA’s appraised figures? 

Mr. Hetp. That is correct. 

The Cuamman, And did not send anyone out to check, yourselves? 

Mr. Hetp. Yes, sir. We checked the site. We checked the rents 
to see that the rents were at the level of rents in the general area and 
not too high for that particular area. We also checked the layout 
to see that-that was satisfactory as far as we were concerned. We 
checked the rents and made a computation as to how far down those 
rents could go before a default might occur on the mortgage. 





1544 HOUSING ACT OF 1954 


In other words, we wanted to find out whether the mortgage, as it 
was presented to us, would live. 

The Cuarmrman. You don’t think, then, if I named some of these 
section 608’s around New York City, you would be able to remember 
any of the names, whether you did or did not finance them ? 

Mr. Hetp. I doubt very much that I would, Senator. 

The Cuatrman. For example, these projects on which they made 
a lot of profit at the end of their construction period, or when they are 
finished—the general counsel for the Mortgage Bankers Association 
yesterday testified that in his opinion, this was not illegal. 

Is that your opinion, or what is your opinion ¢ 

Mr. Hexp. Well, Mr. Chairman, not being a lawyer I don’t think 
I could pass upon the legality of the situation. I do know that they 
had to set up average values, 18 to 21 months in advance and a great 
many things can happen in that period to either increase or decrease 
the cost of a project. 

The CuatrMan. Here is one where the total capital invested is 
$2,000. They have five stockholders. The mortgage ran $4,850,000. 
Distribution to stockholders at the end of it was $500,000. In other 
words, they had five stockholders, they invested $2,000. The cost of 
the building was $4,226,000, approximately. The insured loan was 
$4,850,000, and they declared distribution to stockholders of $500,000. 
The total capital invested by them was $2,000 and this particular com- 
pany had 5 such projects, in which the figures are substantially the 
same as I just mentioned. 

When you bought one of these mortgages, and you say you dealt 
with them extensively, these section 608s, did you pay any attention 
whatsoever to the equity behind the mortgage—that is the corporation 
that was giving you the mortgage? 

Mr. Hetp. No, sir. We were standing between the sponsor and 
the FHA. 

The Cuarrman. Mr. Held, I don’t want to be critical but you just 
depended upon the FHA’s guaranty didn’t you? 

Mr. Heip. We depended upon the FHA guaranty, plus our own 
check of the factors which I mentioned before. 

The CuarrMan. Let me ask you this question, without being criti- 
cal. Some people thought I was a little too critical yesterday. Let 
me ask you this question: In private business, where the Government 
wasn’t involved, where you were just buying the mortgage of Senator 
Bush or Senator Lehman or anybody else, would you take a $4,850,000 
mortgage for 25 or 30 years, with a corporation that had only $2,000 
of capital? 

Mr. Hep. It would depend upon what the earnings of the property 
were. 

The Cuairman. In other words, would you take the mortgage based 
entirely upon the property itself without any other security behind it ? 

Senator Busu. If I might suggest, it might also depend upon who 
was guaranteeing it. Maybe some very important fellow was guaran- 
teeing the thing and the bank has got to look at the value of the se- 
curity that they are buying. 

The Cuarrman. In the case I am talking about, that wasn’t true. 

Senator Busu. The Government was guaranteeing it. 

The CuarrMan. That is my point. 

Senator Mayank. He is a very important fellow. 
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The Cuamrman. Would you have taken it if it had been a private 
business, without the Government’s guaranty # 

Mr. Hexp. Of course, we couldn’t take it under our State law. We 
can’t make loans in excess of 6624 percent. 

Senator Busu. If Mr. Rockefeller made the guaranty, I think he 
would be willing to take it. 

Mr. Hevp. If we could under the State law, we might. 

Senator Busu. They have to look at the value of the security. Not 
just the invested capital in it. If there is a guarantor of substantial 
value it is perfectly proper for a bank to make a loan on a guaranty. 

‘The CHairman. Here is a series of New York projects—I will not 
ask if you financed them or not—here is the insurance mortgage, $3 
million, $4 million, $2 million, $1,680,000. Here is one of $2 million 
in which the invested capital by the corporation was $1,000. Here is 
one where the mortgage was $3 million, and invested capital $1,000, 
Here is one of invested capital $1,000, where the mortgage was 
$4,466,000. Here is another one with an invested capitalization of 
$1,000, and a mortgage of $3,210,000. They took out $325,000, $112,000, 
$550,000, $117,000, $425,000, and $87,000. 

‘That is the pattern throughout this whole business. 

What we are trying to do here is to find out how we can tighten 
up this proposed bill to eliminate that sort of business. I just don’t 
think it is sound business for a man to invest $1,000 and take out 
$500,000, and get a $5 million mortgage. 

Mr. Hewp. Well, I don’t know anything about the figures. I do 
know that at the time of the closing of any of these FHA loans, the 
sponsor had to put up sufficient cash between the amount of the mort- 
gage and the FHA estimated cost, and that money was used first in 
excess with construction, before any mortgage loan. 

Now, of course, if FHA insured advances throughout these mort- 
gages, and you got to a certain point and the estimate wasn’t suffi- 
cient to take care of the project, they might have to complete it. 

The Cuarrman. Do you see any other way of handling this sort of 
thing, where the Government guarantees 90, 95 percent, or 80, or 85 
percent, and makes a firm commitment before a project is begun, to 
eliminate this sort of thing other than having a system where when the 
project is finally finished, the costs are totaled up and then you adjust ? 

Mr. Hew. That is probably the only way you can do it, is through 
an audit of final costs, because to project either on an economic value, 
or on a replacement value is bound to have repercussions one way or the 
other. 

The Caairman. You see the reason we are so concerned about this 
matter is that we have in that bill passed by the House, 40-year mort- 
gages, with a 100-percent guaranty. That is under section 221. That 
is the new section, and if we have abuses on 90 percent, what are we 
going to have on 100 percent. 

Mr. Hep. I think under the audit, I would imagine you would have 
to set up certain standards. In other words, if a building concern 
which does all its own building comes in, are they entitled to an archi- 
tect’s fee and so forth. 

The Cuarrman. There is no question in my mind but what they are 
entitled to all their expenses. If they have to hire architects and 
engineers, that is an expense. That is a business expense. 
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Senator Bus. Isn’t it true that so long as the Government is vir- 
tually and in practice and experience the full guarantor of these 
advances, that that suggests to the bank that their precautions are 
not invited by that? 

Mr. Hep. That is absolutely correct. 

Senator Busn. If that is true, would it not also be true that a larger 
sharing of the risk by the lenders, whoever they might be, would 
increase their vigilance in connection with making sound loans? 

Mr. Hep. Do you mean that if instead of a 100-percent guaranty, 
the lender had only an 80-percent guaranty ? 

Senator Busn. Yes; something of that order. Just as in the ordi- 
nary mortgage lending business over the years, not many years ago it 
was customary to lend 60, 65, or 70 percent, and the lender was pretty 
careful about making sure that that was a conservative, reasonable, 
sound loan. Is that not so? 

Mr. Herp. If a Joan is on an economic value and it is an 80 percent 
loan, actually the Government is only guaranteeing 80 percent of the 
value. With this veterans’ emergency housing in the rental field, the 
requirement goes to 90 percent mortgages. 

Senator Busu. We are looking toward rewriting this bill and we are 
trying to find some way of increasing the vigilance on the part of the 
lender so as to decrease the risk of the insurer, so to speak. 

Mr. Hep. Well, I think this. If the loan is to be insured, FHA 
issuing the charter to the owning corporation and holding the pre- 
ferred stock, is certainly in a much better position to police these 
things than a lender would be. 

Senator Maypanx. Who did you say was in a better policing 
position ? 

Mr. Heiv. The FHA which issues the corporate charter and holds 
a share of preferred stock in the corporation. I believe it would be in 
a much better position to enforce a requirement for an audit at the end 
of a job and conduct such an audit. 

Senator Leuman. Do you know of any substantial number of cases 
where the cost of the project exceeded the mortgage? 

Mr. Hetp. No, sir, I do not have any knowledge about that, what- 
soever. 

Senator Lenman. One of the witnesses testified that in certain 
cases, the cost was considerably in excess of the mortgage and the 
owners had to put in their own money. 

Mr. Herp. We have had many cases like that. We have had cases 
where they have put in one hundred and fifty to two hundred thousand 
dollars—at least laid it on the line at the time of closing. Between the 
mortgage and the other thing, to guarantee the completion, and that 
money was used. 

The Cuatrman. That is where you were making progress payments? 

Mr. Herp. That is where we closed the loan. There are two ways 
we do it. In some cases, the loans which we purchased, we purchased 
after the properties were up and had been up for a year, went out and 
inspected, then and again did our usual check of location, rents, 
et cetera, and then decided whether we wanted it or didn’t want it. 

Senator Lenman. That $150,000 to which you refer, did that re- 
main in the property as equity money? 
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Mr. Hevp. That I cannot say, Senator Lehman. All I know is that 
at the time of closing, the owner or sponsor had to put up the difference 
between the amount of the mortgage and the FHA cost, and that that 
money would be drawn down first before any mortgage money would 
be disbursed. 

Senator Lenman. The reason I asked that is that we have a con- 
fidential list of projects in which the costs were considerably less than 
the mortgage and it permitted these people to mortgage out. What 
I am trying to get at is whether there is any substantial number of 
cases on the other side where the cost of the project is in excess of the 
mortgage. 

Mr. Hep. That, I wouldn’t know. 

The Cuarrman. We had testimony yesterday that there were many 
such cases. Which, of course, makes us wonder just what sort of 
appraisers we had. 

Mr. Herp. In every case before FHA issued a commitment they had 
to have a financial statement of the corporation and they had to pay us 
on the financial stability of the corporation. 

The Cuatrman. Under the law, FHA sets the rents and they cannot 
change them without their approval. They are required to give FHA 
financial statements every year, and they cannot sell the property 
without their approval. In most instances FHA owns $100 worth of 
preferred stock in the corporation. 

Mr. Hep. But, I am talking about the sponsors. A regional finan- 
cial statement of the corporation which they—to whom they issued a 
charter. They had to have a financial statement on that. 

The Cuarrman. That is my point. I just named 5 projects here 
where it was $2,000. 

Senator Busu. Mr. Chairman? 

The Cuarrman. Senator Bush. 

Senator Busn. In a general way do you think it is desirable to con- 
tinue FHA? 

Mr. Hetp. I think it would be very bad if FHA were discontinued. 
I think that, No. 1, FHA has provided a certain degree of liquidity 
and movability of mortgages which is not inherent in any other type 
of mortgage financing. In other words, savings banks in New York 
can invest in FHA and GI loans anywhere in the United States. We 
cannot on a conventional loan basis. We can only go into our adjacent 
States. Therefore, I think that that factor alone—and in order to 
channel funds into areas where there is a shortage of mortgage capital, 
where the banking institutions have not kept apace with the popula- 
tion growth, that that type of security is very desirable. 

Senator Busu. That is very good reasoning, I think. 

Senator Maysank. Do you think that we should write ae 
in the law, though, to have an audit as to cost of these FHA projects 

Mr. Hetp. Yes, sir; we would favor that. 

Senator Maypank. I can’t speak except for myself but I don’t be- 
lieve Congress would enact any law after these scandals, these scan- 
dals in title I, unless there was some sort of check when this thing 
was done to see that they got 90 percent and no more. 

Senator Busn. Are you going to come to the question of FNMA in 
your testimony ? 

Mr. Hetp. No, sir, I am not. 
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Senator Busn. Could I ask you a general question on that subject? oe 
Mr. Hexp. Yes. we 
Senator Busu. Do you feel it is desirable to continue FNMA ? i 
Mr. Hep. We testified before this committee—I believe we have a bi 
copy of our testimony here—with reference to secondary mortgage Gud} 
facilities and we said: “Ph 
Section 301 is a complete rewriting of the charter statute of the Federal Na- beer 
tional Mortgage Association. : 
; ; the 
I will get down to the meat of this. T 
There is little doubt that the past expansion of Federal National Mortgage rigl 
Association’s operations, particularly since 1947, were influenced primarily by is O 
the retention of an inflexible and urealistic rate on Government insured and hav 
guaranteed loans until the middle of 1953. If a flexible interest rate pattern a 
such as proposed in this bill had been available and had been put into effect if 31, 
such were required, the need for a secondary mortgage market facility would } 
have been materially minimized. No 
We have never believed in the philosophy of using a secondary market " 
facility to peg an unrealistic interest rate. We believe this bill recognizes the 7 
importance of a realistic and competitive interest rate on mortgage investments. : 
If future mortgage interest rates are set on a basis whereby the yields obtain- 
able are truly competitive in the capital market, the need for a secondary j 
market for mortgages would, for all practical purposes, be obviated. Regard- ' 
less of these factors, our association voices no objection to the supplementary 
second mortgage market plan as proposed in this bill, based upon the belief 
that such plan could be of so much benefit in directing mortgage funds to areas 
of scarcity and in relieving temporary situations of lack of liquidity. 
Senator Busu. You point out there that the suppression of interest 
rates was the real reason why FNMA picked up $6 billion worth : 
of mortgages and the Government now owns them. 18 
Mr. Hevp. I think it was $3.5 billion, or something like that, of ti 
which about $2 billion worth are outstanding, of which about $1.8 tl 
billion, as I recollect, is in GI loans. r 


Senator Busn. I was under the impression it was a larger figure, 
but I won’t insist on that. 
The fact that the rate was held down when the lenders were getting 
more money all around, made those mortgages, at par, not attractive 
to the investing community generally, for a long time, is that not so? I 
Mr. Hetp. Yes, sir. } 
Senator Busu. So that resulted in the Government having to stand 
there with a big basket and take in all these mortgages? | 
Mr. Hevp. That is right. 
Senator Busi. And that is why we have such a big portfolio in the 
Government now. 
Mr. Hevp. I believe that is so, yes. 
Senator Maypanxk. Wasn’t it true that the Government raised 
interest rates on bonds about the same time? 
Mr. Hetp. Pardon me? 
Senator Maypanx. Wasn’t it true that the Government raised in- 
terest rates on bonds about the same time and rediscount rates to the 
Treasury when most of this was taken up so the Government was 
responsible ? 
Mr. Hetp. Yes. 
The CuarrmMan. Without objection I would like to place into the 
record a communication from Mr. Arthur J. Frentz, in which he 
gives us all the forms they used under title I. We will not print this 
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but. I want to make it a part of the record and have the forms kept 
with the record. 

(The forms referred to will be found in the files of the committee.) 

The Cuarrman. Then we will put in the record, “List of dealers 
subject to the provisions of regulation VIII, section 2, 1953.” (See 
appendix, p. 1509.) 

That is just a technical way of talking about the dealers that have 
been taken off the list. That is what the project says there. That is 
the name of it on the outside. 

That is just those that have been taken off of the list, meaning the 
right to finance title I projects as of January 31, 1953. You see, that 
is over a year old. They are going to bring it up to date and we w ill 
have the list of those they have taken off of the rolls since Janu: ry 
31, 1953. 

Mr. Hexp. I have that supplemental list, February 1, 1953, through 
November 30, 1953. 

The Cuamman. Which is that? 

Mr. Hevp. That is the supplemental list. 

The Cuarrman. That is the list that was sent you? 

Mr. Hetp. Yes. 

The Cuairman. We have that, too. 

I gather that the FHA mails that list to all the participating banks. 

Mr. Hewy. Yes, sir. 

The Cuamman. That is where you got it? 

Mr. Hexp. Yes, sir. 

The Cuarrman. Without objection we will put a later list in. This 
is the supplement: al list of dealers subject to a provisions of regula- 
tion 8, section 2. This is through November 30, 1953. November 30— 
that is still putting us about 5 months behind. That will go into the 
record. (See appendix, p. 1509.) 

Mr. Hep. They come out in sheets. 

The Cuamman. From day to day. 

Mr. Hevtp. During the month you may get 1 or 2 or 3. 

The Cuarrman. In other words, as the FHA here in Washington 
blacklists a dealer they automatically send that list to all the author- 
ized banks in the United States. 

Mr. Hep. That is right, and then they later compile it into that 
printed list. 

The Cuarrman. Do you have any idea how many names there are 
that have been blacklisted ? 

Mr. Hex. I haven’t; no, sir. 

The Cuatrman. I don’t believe there are any further questions. 

Are you finished with your statement, Mr. Held? 

Mr. Hetp. I have one further suggestion in connection with section 
213, which would be purely administrative, and that has been made by 
one of our members, which we believe should merit consideration. 
This suggestion is that FHA should no longer be receptive to the 
appointment of the builder-promoter of a section 213 project coming 
in under a different corporate entity and being given the management 

of the property. The reason given for this suggestion is that the 
builder-promoter should not be permitted to act in two capacities. 

On behalf of the association, I wish to thank the committee for this 
opportunity to present our views and hope our suggestions will be of 
some assistance. 
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Senator Mayranx. You think the builder-promoter should be 
written into the law, rather than “administrative action”? 

Mr. Hevp. Well, it could be administrative action. It could be done 
that way, because FHA has the right to choose the management or 
approve or disapprove the management. This suggestion comes from 
one of our members. 

The CuamrMan. We appreciate very much your testimony and we 
wish you would do this, your association—that is the National Asso- 
ciation of Savings Banks: We wish you would further study this 

roposed bill in the light of the supposed irregularities that have 
tet turning up here in the past couple of weeks, and give us the 
benefit of how you think we can write this new proposal to eliminate 
these irregularities. We know we can’t legislate, of course, honesty 
and integrity, but we can make certain that there is no known loop- 
hole, and that is what we want to do. Because the FHA has no 
doubt done a tremendous amount of good and has developed and 
produced, indirectly, several million homes, we don’t want to do 
anything, and we don’t want to see anybody else do anything, to 
injure it. 

On the other hand, we are certainly not knowingly going to be 
a party to any graft, corruption, collusion, and mismanagement, and 
having inherent weaknesses in the law that permit irregularities, 
and make it easy for people to violate the law. Make it easy for 
people to get around it. That is not the intention of it. 

Mr. Hexp. We will be very happy to give it further study. 

The CuatrMan. We are very sincere and honest in what we are 
trying to do here, and this is a big operation, as you know: it is 
widespread. I have often said that I think the housing bill is the 
toughest piece of legislation in the Congress to handle, and I think 
it is probably the hardest administrative problem in the Govern- 
ment. It is the complexity of this thing. FHA is tremendous. It 
runs into billions and billions of dollars, and we want to accept our 
responsibility here, now, by writing a good law, so that no one can 
say, “Well, it was inherent in the law.” We will appreciate your 
cooperation. 

Senator Maypanx. Let me ask one thing: What you have said about 
the checks on these mortgages or the final check on the figures, would 
apply to sections 220 and 221, also, in your judgment? 

Mr. Herp. Yes; I believeso. In connection with any rental project. 

Senator Maypanx. In section 221 where there is 100 percent, the cost 
should be certified when the project is completed ? 

Mr. Hep. I think the important thing is the setting up of the 
formula. 

The CHatrman. Would you say that your bank does not handle 
any title I loans? 

Mr. Herp. No, sir. 

The Crarrman. Do you know whether or not in any instance the 
banks ever require the dealers to endorse the notes and guarantee the 
obligation ? 

Mr. Hetp. No; I don’t know of any cases where that would be. I 
don’t know whether the dealers would want to sign a note and obli- 
gate themselves for the payment of the note. 

The Cuarrman, They would have to do it if it wasn’t guaranteed 
by the Government. If the dealer brought a note in to you and asked 
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you to discount it and it wasn’t guaranteed by the Government as 
title I, you certainly would require that he stay on the note until it 
was paid. 

Mr. Hevp. That is right; unless he had the owner of the property 
sign the note and his credit was satisfactory. 

The Cuarman. I have always had pretty good credit, but they 
have always required that I stay on the note as the second endorser. 
Maybe my credit hasn’t been as good as I thought it was, but [ think 
I am 100 percent right that these finance companies and banks, when 
you go to a bank to sell them a note from one of your customers, 
I think 99%» percent of the time they say, “Sure, we'll take it. Just 
sign on the back of it.” You know they do. 

Mr. Hexp. Yes; I think that probably is the basis. 

The Cuamman. Thank you very much. 

Senator Leaman. Do you think any substantial number of houses 
can be built as a practical matter under section 221, on a $7,000 limit, 
or even an $8,600 limit, as provided for in the House bill ? 

Mr. Hep. I doubt very much in and around urban centers such as 
around New York, Philadelphia, and so forth, because of the high 
land cost. I do know there is a considerable number of houses below 
the $7,000 range being built in Suffolk County, around Babylon and 
those places, and also in the southern areas of New Jersey at the 
present time, under title I, section 8, which is somewhat similar to this. 

The Cuairman. Let me ask you this question: Would you object 
and do you think it would completely ruin title I, if we required in 
every instance that it be two-name paper ? 

Mr. Hevp. I don’t think so. I don’t think it would make any dif- 
ference as far as the association is concerned. 

The Cuarman. The dealer gets the loan and then the individual 
homeowner can go down and borrow up to $2,500 and spend the money 
as he sees fit. But, as he spends it, he certainly has got to spend it 
with the dealer, a dealer of some kind, a builder or a painter. 

What would be wrong with making it two-name paper ? 

Mr. Hep. We would raise no objection to the additional security 
that would be provided by the additionai name. 

The Cuamman. Why should dealers object to it? 

Mr. Hevp. Except to the contingent liability that may be involved 
in endorsing a large number of notes, that would be the only reason. 

The CuatrMan, [ still say in private business, where the Govern- 
ment isn’t involved, they do it. Maybe we better call some of the 
finance companies and these people who buy bills receivable and notes 
receivable and financial sales, and see if I am not correct. 

Mr. Hep. Of course, you are dealing with a lot of small contractors 
in a great many places and they may sort of pull back from endorsing 
a—you might say—perfect stranger’s note. 

The CratrMan. He isn’t a stranger if he is doing business with him. 

Mr. Hetp. Well, he is doing a job forhim. He is doing a carpenter 
job, or a plumbing job. 

The Cuarrman. If you would require two-name papers—I haven't 
yet made up my mind that that is a practical thing to do, but I am 
certainly thinking about it—if you require two-name paper, I think 
it would eliminate all the abuses that I have seen that have shown up 
in this matter. I just believe it would eliminate all of it. 








1552 HOUSING ACT OF 1954 


Mr. Hep. You would probably still have the racketeer with you 
though. 

The Cratrman. Well, I don’t know. I think you would find the 
dealers and the people who sold the homeowner the painting job or 
the roofing job or the flooring job or whatever it was, he would check 
into it thoroughly, if he knew he was going to have to stay on that 
paper until it was paid in full. 

Mr. Hewip. He probably would check into it. 

The Cuatrman. There is no question about it. 

I don’t know that it would be 100 percent effective, but I think it 
would eliminate 90 percent or more of the troubles that we have had. 

I think the trouble has been that everybody said, “Oh, well, Uncle 
Sam will make this good, so what do we care.” 

Mr. Hevp. I don’t believe that has been the attitude. 

The Cuarrman. I don’t believe on the part of everybody, of course 
not, but I am talking about the fellow who has caused the trouble, 
I think that probably was his attitude. Of course, there are just tens 
and tens and tens of thousands, the great majority, by far the great 
majority of everybody who has participated in this FHA program, 
title I and otherwise, been honest and conscientious about it. But you 
don’t have jails for those fellows, you know. 

The jails are for the other fellows. You don’t have courts for 
those fellows, the courts are for the other fellows. 

Well, I think that is one way that we might completely tighten 
that up. And the other, on section 608’s, or where we guarantee 95 
percent of the mortgages, if we require, when the project is finished, 
an accounting and adjustment, I think maybe we can eliminate all the 
problems handled there. 

Give it some thought, will you, and see if you can find any loop- 
holes in what we are talking about. 

(The following was received for the record :) 


NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS, 
New York 17, N. Y., April 30, 1954. 
Hon. Homer EB. CAPEHART, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington 25, D.C. 


DeAR SENATOR CAPEHART: At the conclusion of my testimony before your 
committee last Thursday, April 22, you requested that the National Association 
of Mutual Savings Banks, for whom I spoke, submit in writing its suggestions 
for amendment of the housing bill now before you, to prevent the recurrence 
of the abuses of the character that were alleged to have taken place under the 
old section 608, emergency rental housing program, and under title I, the home 
improvement and repair program. 

The Committee on Mortgage Investments of the National Association of Mutual 
Savings Banks considered these problems at a special meeting held on April 26, 
1954, and has authorized me to incorporate its recommendations to you in this 
letter. 

With regard to the prevention of the abuses of the character alleged to have 
occurred under the old section 608 program, it is our recommendation that all 
multiple-family housing programs and all special purpose rental-housing pro- 
grams should be subject to the same insurance eligibility requirements as are 
now mandatory for section 908, national defense housing insurance loans. That 
is to say that the maximum insurable amounts should always be initially based 
upon FHA’s estimate of the value of the property when the proposed improve- 
ments are completed. Section 908 also requires that the mortgagor must certify 
prior to final endorsement of the mortgage either (a) that the cost of the 
physical improvements equaled or exceeded the proceeds of the mortgage loan ; 
or (b) the amount by which the proceeds of the mortgage loan exceeded the 
actual cost of the physical improvements, and in this case the mortgagor is 
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required to pay the excess of the Joan over the costs to the mortgagee for appli- 
cation in reduction of the debt. Our association also recommends that it be 
made mandatory upon the borrower-builder to submit his construction or project 
to auditing of costs at various stages of the construction by a certified public 
accountant selected by the Federal Housing Administration. The final amount 
of the loan should not be permitted to exceed the certified costs as substantiated 
by the final audit. Cost of such audit should be borne by the mortgagor and 
be allowable as an item of expense in the final audit. 

In our opinion, the above suggestions have the following merits: 

(1) All initial calculations of maximum loan would be based on “estimated 
value” rather than “replacement costs.” It is our understanding that the ex- 
pression “estimated value” has definite meaning both with FHA and with the 
housing industry as synonymous with economically sound long-term value. It is 
also our understanding, from listening to the recent testimony before your com- 
mittee, that the use of “replacement costs” or “necessary current costs” as a basis 
for figuring maximum loan was in part responsible for some of the alleged over- 
lending in the old 608 program. 

(2) The borrower-builder would be required to certify to his construction costs. 

(3) The costs would be audited by competent and independent accountants. 

(4) The tentative loan would be reduced to audited costs in case it exceeded 
those costs. 

We would like to repeat our suggestion that the provisions for insuring loans 
on leaseholds in both section 207 and 213 should be eliminated and that this 
provision should not be introduced into any Government-insured or Government- 
guaranteed program. It is our opinion that this leasehold type of transaction 
could be an invitation to promoters to use the FHA devices and procedures for 
profit and tax advantages rather than for the construction of rental and true 
cooperative projects. It is our understanding that the leasehold provision was 
originally incorporated into the FHA sections in order to enable rental properties 
to be built in those States where the use of the leasehold type of land tenure was 
traditional. We have been informed that it is not necessary to the production 
of such rental projects, and its deletion from the FHA basic law is recommended. 

We again question the advisability of continuing the section 213 cooperative 
housing insurance as an FHA program. As we have said in our statement before 
your committee of March 25, 1954, and again in our statement of April 22, 1954, 
the high limits on cooperative projects under section 213 might lead to the 
promotion of unsound cooperatives under the sponsorship of speculative de- 
velopers. Section 207 has adequate provision for the financing of cooperative 
projects, and its lower limits on mortgage insurability might have a restraining 
effect on the production of unsound projects. 

The National Association of Mutual Savings Banks has favored and supported 
most of the FHA programs for many years. It is our belief that the encourage- 
ment that FHA gave to private building and private financing of homes was a 
healthy occurrence for the country. In our opinion, the success of the FHA 
programs stood off the strong demand in some quarters for the production of vast 
quantities of public housing. We are of the further opinion that the housing that 
resulted from the FHA programs represented better value and was produced at 
lower costs than comparable public housing. 

The background of the now-expired section 608 program should be briefly exam- 
ined in making suggestions for amendment of our present housing statutes. 
Section 608 came into being during World War II and continued to operate for 
some time during the postwar period. During these years the country faced a 
stringent shortage of rental housing. The country was faced with a real emer- 
gency, and it is our understanding that Congress wanted the production of a large 
volume of rental housing as quickly as possible. Examination of past congres- 
sional proceedings indicates that the terms were purposely made liberal and 
attractive. Thousands of good units and honest values were built under the 608 
program, but it now appears that the liberal terms attracted some speculators 
who made unusual profits from their enterprises. Financial institutions that 
invested in 608 loans relied upon the FHA appraisals of costs, and it was the 
FHA who fixed the amount of the loans based upon their determinations of such 
costs. The FHA, with its research and cost-analysis departments, was much 
better equipped than investors to determine in advance what the cost figures were 
to be upon which the loan was to be based, and it undertook to do the job. The 
cost basis of the properties, therefore, was not determined by the investors but 
was determined by the FHA. In general, the investing institutions subjected 
these loans, before making or purchasing them, to studies aimed at determining 
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the long-term economic security of these investments. In short, the institutions’ 
scrutiny of these loans was directed primarily to whether the properties could 
be expected to safely support the loans and would pay out during the course of 
their terms. 

In suggesting the strong safeguards outlined in this letter, we must face the 
real possibility that they may result in a diminution of the production of rental- 
housing properties. We believe it to be a fact that the great bulk of rental- 
housing property produced during and after the war was done by speculative or 
operative builders who had no intention of keeping the properties for long-term 
investment. The country got the rental housing that it needed (see attached 
chart), and it now appears that in some instances large, if not excessive, profits 
were made in the process. 

With regard to title I, the home improvement and repair program, our com- 
mittee has learned that the savings banks hold few of these loans and that they 
are not a substantial factor in our business. We have learned that some of the 
savings banks that went into the title I program have switched over to making 
the same type of loans without FHA insurance. We have learned also that other 
savings banks are gradually switching from a title I home repair and improve- 
ment loan program to an independent program of the same nature and without 
the insurance. Some testimony developed during the course of the hearings 
before your committee in the week of April 19 that the improvement and repair 
loans made under title I represented somewhere between 10 and 35 percent of the 
total home-repair loans made in the country. We question the need and advis- 
ability of continuing the title I program. If the lending institutions can take care 
of 65 to 90 percent of the demand for these loans, then they probably can take 
care of the entire demand. 

If the Congress decides that title I should be continued, certainly FHA should 
be given the money and the men to properly investigate and act upon the com- 
plaints that are received about this program. Such a force, coupled with the 
new regulations which went into effect late last year, should put this program 
in order without further legislation. 

Very truly yours, 
Harry HEetp, 
Chairman, Committee on Mortgage Investments. 


Permanent privately owned nonfarm multifamily dwelling units started, 
1945 to 1953, inclusive 
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The Cuarrman. The next witness is Mr. John C. Williamson, sec- 
retary-counsel, realtors’ Washington committee, representing the Na- 
tional Association of Real Estate Boards. 

You have a statement, Mr. Williamson? 


STATEMENT OF JOHN C. WILLIAMSON, SECRETARY-COUNSEL, 
REALTORS’ WASHINGTON COMMITTEE, REPRESENTING THE 
NATIONAL ASSOCIATION OF REAL ESTATE BOARDS 


Mr. Wiixramson. Yes, but I have a brief statement that I would 
like to read. 


The Cuarrman. You may proceed, Mr. Williamson. 





weve acai 





utions’ 
could 
rse of 


re the 
ental- 
ental- 
ive or 
'-term 
ached 
rofits 


com- 
they 
f the 
iking 
other 
rove- 
hout 
rings 
pair 
f the 
dvis- 
care 
take 


ould 
‘om- 

the 
ram 


HOUSING ACT OF 1954 1555 


Mr. Wuiiamson. My name is John C, Williamson, and I am secre- 
tary-counsel of the realtors’ Washington committee, the legislative 
committee of the National Association of Real Estate Boards. 5 

Our association is appreciative of your invitation to return to this 
session of the committee to make any additional suggestions we can 
to improve our system of mortgage insurance. 

We feel that any abuses of that system, as recently alleged, should 
of course be rooted out at once. With respect to any provisions of the 
National Housing Act which might lend themselves to abuses or to 
deviation from the intent of the Congress, be assured that we are most 
eager to assist in strengthening them so as to eliminate any such weak- 
nesses. 

Our approach to making recommendations to the committee on this 
subject, Mr. Chairman, is this: The system of mortgage insurance 
which was launched 20 years ago in the Federal Housing Administra- 
tion was a long-needed improvement in home financing. The overall 
success of FHA, operating upon its own revenues derived from insur- 
ance premiums paid by borrowers, has amply vindicated the judgment 
of those who helped establish it. The insured, long-term amortized 
home mortgage has been a basic tool in making the United States a na- 
tion in which a majority of families own their own homes. It has 
earned its place as a permanent feature in our national mortgage sys- 
tem. 

We feel that any weakness within this system of mortgage insurance 
should be eliminated, without shaking confidence in the system itself, 
just as we would correct a weakness in our school system or court sys- 
tem without losing sight of the basic need and importance of the insti- 
tution itself. 

I believe the history of fiscal intstiutions shows that perfecting ac- 
tion has to be taken during the course of their development. So long 
as the human equation influences the operation of man-made insttu- 
tions, we must concede that abuses can creep into these institutions. 

On all sides we see evidence of the evolutionary process which has 
brought fiscal institutions such as our national banking system to their 
present level in public confidence despite the intermittent crises and 
abuses which motivated the Congress into taking necessary corrective 
action from time to time. 

We come now to the allegations of abuses under section 608 and title 
I of the National Housing Act. While the record is not complete we 
will assume for the purposes of the recommendations and suggestions 
we are about to make that the allegations are true. 

Section 608. It is academic to discuss changes in the section 608 
program because not only is the section no longer part of the National 
Housing Act, but the criteria of replacement cost as the basis for the 
ratio of loan to value is repeated nowhere else in the act, except under 
the section 213 and title Vill programs. 

Senator Maypank. Mr. Williamson, did your association have any 
inkling of any such windfalls in the fifties ? 

Mr. Wriiu1amson. I was counsel for the realtors’ Washington com- 
mittee for 3 years beginning early in 1951. 

Senator Maypanx. You were with the veterans before, were you 
not ? 

Mr. Wiit1amson. I was with the Veterans of Foreign Wars of the 
United States. 
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_ I think it has been common knowledge in the industry, as well as 
in the Congress, as to mortgaging-out under section 608. 

Senator Maypanx. I do not think this committee had any idea 
that is was common knowledge that these windfalls were taking place, 

Mr. Wiixramson. I don’t know about the windfalls, sir. That is a 
question of degree. 

Senator Maynanx. You have seen in the paper where they have been 
150 percent ? 

Mr. Witxiamson. It first came to my attention when I listened to the 
debates on the floor of the Senate when section 608 was terminated. I 
think it was brought out then that there were considerable abuses to 
the program. I think there has been general knowledge but the 
windfalls, to the degree we know of them now, I think it comes as quite 
a surprise. It certainly does to me. 

Senator Maypank. You were with the Veterans of Foreign Wars 
at that time? 

Mr. Witutamson. I was assistant legislative director of the VFW, 
until late in 1950. 

Senator Maypank. But it was common knowledge that they were 
mortgaging-out ? 

Mr. Wiiuiamson. Yes, but the extent of the windfalls certainly was 
not. 

Senator Maysank. Why didn’t some of you gentlemen come down 
here and tell the committee that? Well, you were not a member of it. 

Mr. Wituramson. I say there was a knowledge of mortgaging-out, 
which is a little different from the windfalls that we now know of. 
When I say windfall, that is getting out for considerably more than 
100 percent. I had no knowledge of that. 

Senator Maypank. Neither did we. It would seem that some of 
the bankers might have had knowledge of it and told the committee. 

We reduced it to 80 percent, in this committee—and I think it was 
changed back in conference, if I am not mistaken, if they knew they 
were mortgaging-out, the 80 percent would really have been 90 per- 
cent. 

Mr. Wiriu1amson. The possibility of mortgaging-out under 80 per- 
cent of value formula is very remote. 

Senator Maynank. They mortgaged-out to the tune of 150 percent, 
Mr. Williamson. It seems to me the business people of this country 
should have come down and told the committee instead of always 
coming down here and testifying that these banking institutions go 
through changes as the years go on, but nobody came down here and 
recommended any change. 

Even this year these gentlemen came here and I don’t think anyone 
recommended any change. The business people could have made it 
easy on themselves to have come down here and told us the facts. I 
don’t mean to say that anybody purposely did anything wrong. 

Mr. Witt1AMson. In analyzing the section 608 program 

Senator Maypanx. These other programs have some of these things 
in it, too, you know. 

Mr. Witxiamson. In the early postwar years our association was 
trying to bring about the elimination of rent control so as to encourage 
the flow of private capital into rental construction and the section 608 
program was used to stimulate and to promote the flow of private 
capital into rental property. 
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Senator Maynank. Of course, that was true, but it promoted the 
flow of the Government’s money, the taxpayers’ money. That is what 
it wound up doing. I don’t mean in all cases, of course. I meant in 
certain particular instances, some 1,100, or maybe more. And then, 
too, of course, you have always opposed rent control, I think, and they 
have rent control in New York, but for every dollar of windfall there 
will be $3 collected from the renter, in the end. 

Mr. Held himself said that building costs have gone up and that 
is true, but in 1948, 1949, and 1950 there were certain allocations and 
so forth and the Government could be in for a tremendous loss, in my 
judgment. 

I am glad that you gentlemen came around here and testified every 
year that it was a fine law. 

Mr. Wiu1amson. I don’t believe we did exactly that. 

Senator Maypank. Now, here is what Mr. Summer said before this 
committee when I was chairman. 

Mr. Witu1amson. What year was that, sir? 

Senator Maypank. 1951. 

Mr. Wituiamson. Under the Defense Housing Act? 

Senator Maysanx. That is correct. 

He said: 

I wish to state, Mr. Chairman, that for years I have been a strong advocate 
of a priority plan by FHA to insure first the construction of section 608 projects 
which could be rented at the lowest rentals, and to increase progressively until 
the units needed in defense areas could be provided. 

I have had considerable experience with section 608 construction and I have 
arranged the financing of many units, if not more than anyone in the State of 
New Jersey. 

I cast no reflections against Mr. Summer, or anyone in New Jersey. 
I have in front of me a list of New Jersey projects which, of course, 
are confidential, that came from the Internal Revenue Service, and | 
think when we get through writing this bill, as I understand, the 
chairman at that time is going to go into an investigation. I will 
take up these matters at that time, but I was shocked to see some of 
the New Jersey projects. 

Mr. Wii1amson. Senator, | would like to say our recommenda- 
tion with respect to the Defense Housing Act was 100 percent insur- 
ance but we were limiting that to the isolated and remote, critical 
defense housing areas and we did it for this reason 

Senator Maypank. I don’t consider New Jersey such an area. 

The Cuamrman. Who was Mr. Summer ? 

Mr. Wiiuiamson. He is a past president of the National Association 
of Real Estate Boards. 

Senator Mayspank. When we start the investigation is when I want 
to know why you didn’t tell us. 

I am not going to delay the discussion here, but we want to find out 
what we can do, and what you gentlemen tell us we can honestly do 
to protect this present housing law that has passed the House and is 
now before the Senate so none of these titles will run into the con- 
fusion that section 608 got into. 

Mr. Wituramson. That is why I am here and why we were so glad 
to accept the invitation. ; 

The Cuatrman. I think what he is trying to say, or at least what I 
am trying to say through these hearings is that from now on we are 
going to use more of our own judgment and even less of other people’s. 
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Mr. Witi1amson. That is always a good idea. 

The Cuarrman. You may proceed. 

Mr. Wiiu1amson. The housing bill as introduced by the chairman 
of this committee provides for einen section 213 to the estimated- 
value formula, although the FHA in sthadpibanatiale this section even 
under the replacement-cost formula applies a strict re 
out regulation. The military housing )corpigrrie under title VIII 
uses replacement cost as a basis because of the difficulty of capitalizing 
income and of applying the factor of economic soundness to a project 
designed primarily for military use. 

We believe that estimated value as a basis for appraisal does not lend 
itself to mortgaging-out. However, we see a distinct advantage, in 
order to restore public confidence in the act, to amending the housin 
bill pending before this committee so that all insurance sections woul 
have anti-mortgaging-out provisions. 

Section 908 (b) (3) of the National Housing Act which the Congress 
created as part of the Defense Housing Act, has such an anti-mortgag- 
ing-out provision—which, incidentally, had bipartisan sponsorshi 
whereby the mortgagor must certify upon completion of the project 
that either the amount of the actual cost of the physical improve- 
ments—exclusive of offsite public utilities, streets, and of organization 
and legal expenses—equaled or exceeded the proceeds of the mortgage 
loan, or that he is applying to reduction of the principal obligation of 
the mortgage any excess of the mortgage loan over the actual cost. 

Title VIII of the National Housing Act—Wherry housing—also 
has such an anti-mortgaging-out provision and we commend its addi- 
tion to the rest of the act as a means of plugging any possible mort- 
gaging-out loopholes in the title II program. Or, for that matter, 
the remainder of the act. 

Statements before the committee indicate that, aside from the pro- 
gram of insuring home repair loans, this inquiry has principally to do 
with insurance of mortgages on multifamily rental housing. 

To provide an additional safeguard against weaknesses in this par- 
ticular category of mortgage insurance, we propose to the committee 
that the present system of staff appraisals for multifamily rental 
housing be supplemented by independent appraisals as a check for 
the underwriting office. 

Title I—modernization and repair loans: In regard to the title I 
program we are, of course, distressed at the abuses which have crept 
into the program. The importance of title I in stopping the spread 
of urban blight and in the prevention of slums ccunathe overestimated, 
and we are desirous of cooperating in every way possible to restore 
confidence in the programs so that it might make a maximum contri- 
bution to property rehabilitation which is the heart of the proposed 
urban renewal program. 

It is easy to say that the abuses in the program can be corrected and 
held to a minimum by tightening up on administration of the program 
through adequate and timely investigations of complaints and forth- 
right disciplinary action against guilty lenders and dealers. 

To a great extent this is very likely the answer, and we applaud the 
regulations which became effective in December 1953. We are confi- 
dent that had these strengthened regulations been in effect for several 
years along with an adequate investigative staff, the grave abuses 

would not be today threatening the very existence of the program. 
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However, we know from experience that regulations are no better 
than their administration and sometimes the Congress is moved to 
write regulations into the law in order to focus the proper attention 
on their enforcement. Perhaps this might be the answer and we urge, 
therefore, that the committee consider this as a means of shoring up 
the title 1 program. 

Because of the magnitude of the title I program, correction of 
abuses do not lend themselves to easy solution. This is particularly 
the case when the members of our association are not directly involved 
as participants in the title I program. 

However, so much is at stake in this program that we are enlisting 
the study of all our real-estate boards to the correction of these abuses 
and the developing of methods for more effective implementation of 
the program at the community level. 

I have here, Mr. Chairman, three copies of our weekly periodical 
known as Headlines, and they give an example of how we are tryin 
to expose these gyp artists to the glare of publicity. One is entitled 
“Gyp Exposed.” Another one, “Model Home Trick Gyps Property 
Owners.” 

The Cuamman. What are the dates of those, Mr. Williamson ? 

Mr. Wiiu1aMson. I think they are December 1952. Two of them 
are December 1952, and one is July 1953. 

The CuarrMan. Do you put any examples in? 

Mr. Wiitamson. Yes. 

The CuarrMan. Without objection we will make those a part of 
the record. 


Mr. Witxramson. Here are the excerpts. 
(The information referred to follows :) 


Burtp AMERICA BETTER 


The Omaha plan of rehabilitation under local law enforcement, backed by the 
Omaha Real Estate Board, is one of the promising programs now being put into 
action, Fritz B, Burns, Los Angeles, chairman of the NAREB Build America 
Better Council, reported last week. 

Work began with inspection of three blocks on Omaha’s near North Side con- 
taining 75 homes. Here are some findings: 

1. About one-fifth of the houses need no repairs, and only 4 or 5 are “in really 
bad condition.” Estimated cost of repairs to bring property up to standard in 
average cases is between $300 and $400. 

2. Principal deficiencies are poor sanitation, rubbish accumulation, and over- 
loaded wiring. The rundown condition of the area was blamed in part on the city 
government for failing to collect refuse and to clean streets. 

3. Residents of the area have a “deep urge for independence through home- 
ownership,” a fine spirit of cooperation, and surprisingly small indebtedness. 
Most mortgages ranged from $300 to $1,000, and only 1 owner had a mortgage as 
high as $1,200, indicating that the owners can afford the needed repairs. 

4. Unscrupulous repairmen prey on such owners. Chairman of the city inspec- 
tion teams is advising owners to seek the aid of the Omaha Real Estate Board. 


Gyre Exposep 


Realtor Dave Rundle, Fresno, Calif., recently saved a client from becoming a 
victim of an unscrupulous real-estate deal, similar to that reported in the Decem- 
ber 8 issue of Headlines. 

The man had bought two houses from Mr. Rundle on small monthly payments. 

Subsequently, Mr. Rundle’s office received a telephone cali, while he was out, 
from a financing agency operated by a Los Angeles firm of roofers and siding 
dealers. Before returning the call, he checked with his client, who had used his 
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name as a reference, and found that he had signed a contract for $1,750 to insulate 
his house. This was to consist of applying a quarter inch composition siding on 
a 30 by 40 foot house, and 18 squares of roofing over the old composition roof. 

When Mr. Rundle explained how the man was being victimized, he was grateful. 


Mr. Rundle then called the Los Angeles operator and told him he was aware of’ 


his type of dealing. The Los Angeles company official apologized for his sales- 
man’s action and agreed to cancel the contract. 


The material was en route to Fresno, however, and was left on a vacant lot 


near the house in question. A few days later, the salesman had made another 
deal and the material was used on that. 


The better business bureau was advised of the operation and is watching the 
situation. 


Realtors who are aware of swindles in the real-estate field, are urged to send 
the details to Headlines to help expose them. 


Mopet Home Trick Gyps Property OWNERS 


Homeowners in more than 40 cities are being gypped into expensive renovation 
jobs by the model-home trick used by unscrupulous operators, the Northwestern 
National Life Insurance Co. reported recently. 

The company, with the cooperation of better business bureaus from coast to 
coast, found in a survey that slick salesmen are using the model scheme to get 
homeowners’ signatures on contracts for imitation stone and brick siding, asbes- 
tos siding and roofing, mastic paints, basement waterproofing, patio work, water 
softeners, and dishwashers, as well as for complete renovation jobs. 

With this scheme, the salesman or sales crew offers the homeowner what is 
represented to be a special low price if he will agree to allow the completed 
job to be shown to other prospective customers, on television, and in newspaper 
advertisements. Usually he is promised a commission on all sales which result 
from showing his model job. These commissions, he is often told, will pay the 
entire cost of his own job, or even show him a profit. 

Actually the victim is merely suckered into signing a standard contract for 
work, and in many cases is charged double what an honest contractor would bill 
him for the job. In most cases, no prospects are ever brought to see his model 


home, and no commissions are paid to him. Often he gets substandard materials 
and workmanship besides. 


Although fought by better business bureaus, FHA, and local officials, this 
racket springs up in one locality after being halted or slowed down in another, 
the insurance company said. 


Better business bureaus reported the racket booming all along the Pacific 
coast, in the New York area, in Dixie, and in the Middle West. Exposure 
through publicity, combined with legal action, has slowed it down in some cities. 

Realtors, who are aware of swindles in the real estate field, are urged to send 


the details to Headlines to help expose them. 

Mr. Witiiamson. We ask that realtors aware of any swindles in 
this operation to advise Headlines so that it can be publicized, and in 
connection with our Build America Better program, in this particular 
article, the chairman of the city inspection teams was advising people 
to seek the aid of the Omaha Real Estate Board in that connection. 

One way to combat this is through publicity and another way is 
through forthright disciplinary action when the FHA becomes aware 
of such complaints. 

In conclusion, in behalf of the National Association of Real Estate 
Boards, we support the committee in the forthright manner with 
which it is moving to bolster public confidence in the Federal Housing 
Administration and its mortgage insurance system; and for directing 
the preliminary phases of the committee’s hearings toward the con- 
tinued consideration of the Housing Act of 1954. The action of the 
Congress in approving this housing bill, with the necessary safe- 
guards, during the next month or two will do much to strengthen the 
normal insurance operations of FHA and will thereby assure at least 
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a start this year on the tremendous task of slum clearance and urban 
renewal. 

The Cuatrman. What is wrong with the principle, where Govern- 
ment is guaranteeing up to 90 percent, 80, or 85 percent, whatever the 
amount is in all sections of having a complete cost ascertained and 
then the mortgage adjusted. What is wrong with that? 

Mr. Witt1amson. That is very desirable and it would come into 
being by our recommendation. Our amendment involves a deter- 
mination of actual cost and the only way you can do that is by cost 
audit. I think that would be desirable and we recommend it. 

The Crairman. I don’t think FHA, of course, could hire enough 
people to do it but I think we could require that the builder file his 
actual costs under affidavit and if he swore, of course, to any state- 
ments that were incorrect, he would be subject to prosecution, just 
as he is in filing an income tax return that is wrong. 

You don’t see anything particularly wrong with it? 

Mr. Witu1amson. No, sir. 

The Cuairman. You don’t think it will hurt. industry ? 

Mr. Wiiuiamson. I don’t think so and I think it is very desirable. 

The Cuarrman. Do you think it would hurt title I if we required 
that all the paper be two-name paper? 

Mr. Wittiamson. Well, I think it would seriously jeopardize the 
program if you require dealer-endorsed paper. For one thing, this 
involves more than the question of the dealer supplying materials. 
There is labor that enters into it. I seriously doubt that any dealers 
would want to move into this program extensively and end up with a 
tremendous contingent obligation. 

The Cuarrman. He has it on his private business. Let us say you 
are an air-conditioning man. You come and sell me air conditioning 
and I want to buy it on time, let’s say 24 months. It takes a lot of 
labor to install it and when you get all through, first. you bid on it, 
let’s say $25,000. You have a lot of labor in it, you have materials, 
et cetera, and I pay you 10 percent down, which is $2,500, and I say, 
“T’d like to have 22 months at $1,000 a month,” and you say, “Fine,” 
and I take it to my bank and he will give me the $22,500, providing I 
endorse it, and then it is two-name paper. 

I haven’t definitely made up my mind yet that is practical and 
workable but I am trying to find some way to eliminate this title I 
abuse that allegedly has dropped into this. We will have Mr. Olney 
here tomorrow from the Criminal Division of the Attorney General’s 
office. He will tell us a lot about title I abuses. 

Well, you think about it. Will you get you board of directors to- 
gether, now, and get them to thinking about eliminating the abuses 
here ? 

Mr. Witu1amson. We certainly will, Mr. Chairman. 

The Cuarrman. I agree with the gentleman from Texas who said 
that we ought to reinstill confidence in FHA. We want to do that 
but we are not going to whitewash them. I don’t think you can 
reinstill confidence now unless we take the necessary steps so that we 
can all stand up and say, “Well, now, as far as we know, we have taken 
all the steps necessary to see that this sort of thing doesn’t happen 
again. I think only then that we will be able to regain confidence in 


the people, of FHA? 
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Mr. Wirit1amson. Of course, you have to rely upon proper ad- 
ministrative remedies to correct the situation. I think if the FHA 
would have done what I know the VA did in many instances, lowerin 
the boom on some people who were violating the law, the word erbulid 
generally get around that this is something one ought not to play with. 

The Cuarrman. In other words, you think perhaps FHA had been 
too lax and hadn’t disciplined their people? 

Mr. Witiiamson. I assume all the allegations we have heard are 
true and based on that assumption I think if FHA had properly 
investigated and taken forthright disciplinary action, widely pub- 
licized, the word would have gotten around and there would have 
resulted considerable correction. I know the Veterans’ Administra- 
tion lowered the boom on a few lenders involved in violating dis- 
count practices and the word got around over the country; and I 
know of some lenders who pulled in their horns when they got word 
that the VA investigators were in town. Whether that solved the 
complete problem for the VA, I don’t know, but I think it did a lot 
of good and I think that the title I program properly administered 
and with appropriate disciplinary action taken forthrightly, would 
remedy the situation. In addition put some of these regulations 
into the law because it focuses attention on their enforcement. 

The Cratrman. Let me ask you this: It has been testified and 
rumored and gossiped that FHA knowingly promoted people in the 
section 608 title projects, encouraged them to do what we now learn 
has happened. Do you know anything about that ? 

Mr. Wiii1amMson. We have no evidence of that. That is something 
I am sure the committee will discover as this inquiry goes on. 

The Crarrman. I am sure we are going to discover a lot of things 
but I just wondered whether you had of your own knowledge such 
information. 

Mr. Wriuu1amson. No, sir. 

Senator Lerman. I notice, Mr. Williamson, in the testimony given 
on this bill by Henry Waltmade, he testified that he recommended 
mortgage commitments under section 213 continue to be based on 
the estimates which will be the replacement cost of the projects when 
the proposed improvements are completed. 

I notice in your testimony, you favor the insertion of an antimort- 
gaging-out provision, and a certification of the actual cost and that 
the mortgage not exceed the actual cost of the property. That is 
a change, isn’t it? 

Mr. Witiramson. We suggest you take the regulation which the 
FHA is administering on section 213’s and write it into the law. 
They have a strict antimortgaging-out regulation which they are ap- 
plying and as far as we know it has been very successful in preventing 
mortgaging-out on cooperatives. 

Senator Lenman,. That, of course, would change your proposal for 
replacement. 

Mr. Wrix1aMson. I think under the present circumstances it might 
be well even to write such things as are in the regulations, just write 
them into the law. But I checked with the FHA, and have studied 
their method of operation on antimortgaging-out under section 213. 
I think it is very good and it does the job, but it probably ought to 
go in the law. 





the 
lot 
‘ed 
ld 
ns 
nd 


he 
m 


HOUSING ACT OF 1954 1563 


Senator Lenman. Some of the witnesses have testified that in their 
opinion, a certification plan would penalize the efficient builder, and 
give an advantage to the inefficient builder, because naturally the 
mortgages would be higher in the case of the inefficient builder. Do 
you subscribe to that? 

Mr. Witxiamson. I don’t think it would eliminate all the advan- 
tage. It might eliminate some, but I think it is worth a try and I 
don’t think it is as bad as all that. 

Senator Lenuman. With regard to certification, do you think there 
would be any advantage to having a renegotiation clause in the con- 
tract which would be invoked, however, only in the event that there 
was some suspicion that the certification did not give a correct picture 
of the situation? The reason I ask that, is this: Obviously there are 
great physical difficulties in making a check of this certification within 
any reasonable time, and therefore a phony certification might not 
show up for 2 or 3 or 4 years. Under the present system there ap- 
parently is no recourse. But if you had a renegotiation clause which 
would make it possible to reopen the figures as to cost within a reason- 
able period—say up to 4 years, as they have, of course, in many of the 
procurement contracts in the Government, there would be a means 
of recouping the excess payments that were given to the man under 
the mortgage provisions. 

Mr. Wiu1amson. In my opinion, it would kill the program. You 
would have to record a mortgage that would be subject to renegotiation 
at a date subsequent to its recording. I think it gives rise to so many 
problems that in my opinion it would not work. I think that some 
renegotiation is desirable—which is actually what we are doing on 
this cost certification—that is, a renegotiation upon completion of the 
project. I certainly think that will accomplish the objective. 

But, if you consider renegotiation 2 or 3 years subsequent to the 
recording of a mortgage, you just won’t get people into the program. 
That is my opinion. 

Senator Lenman. I refer now to the chairman’s suggestion that 
you deal with two-name paper. I think I understood you to say that 
you believed while it might do away with some part of the racketeering 
it would certainly slow up the program. 

Mr. Wituiamson. I think it would, sir. 

Senator Lenuman. Is that because of the possibly very large con- 
tingent liabilities assumed by the builder ¢ 

Mr. Wiuuramson. That is right; and the fact that you are dealing 
with a great number of small loans. We are trying to get all our 
real-estate boards to come up with suggestions and maybe somebody 
will come up with something. Maybe it isn’t as bad as I pictured it, 
but in my opinion I think it would seriously hamper what is a very 
good program and which could make a great contribution to this 
country. 

Senator Lenman. As I understand, your objection would be due to 
the fact that the bills are relatively small—they are men with rela- 
tively small capital—and if they were on a number of two-name notes 
with the homeowner, that would create a contingent liability which 
would make it very difficult for them to operate. 

Mr. WiiuiaMson. That is right. I am thinking of a lot of small 
contractors out in Montgomery County who replace porches and roofs 
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and things of that nature. I don’t think they would come into this 
program if the paper was recoursed to them. 

The Cuarrman. Well, they might if they needed the business. 

Well, it is worth thinking about. It is one suggestion, only. 

Mr. Wixuiamson. It is, sir. We are all agreed on the objectives. 

Senator Frear. I would just like to ask Mr. Williamson his opinion 
regarding cases where the appraisal is more than the actual cost. 
If we had a rule or regulation where it could not be more than the 
actual cost, and the people who have been violating section 608 were 
still in the construction business and want to do what they did under 
section 608 could they not pad their actual costs as well? Couldn’t 
they put in an extra amount of material, claiming it double or triple 
in the construction of a project ? 

Could they not also take from a subcontractor something at a padded 

orice ¢ 

' Mr. Wiiu1amson. You run into difficulties if you rely just on costs. 
That question came up yesterday and Senator Bennett said at least 
if they didn’t watch their costs, the purchaser would get something 
out of the money, because it would go into the property. But if you 
rely entirely on costs, costs will naturally be padded or they won’t be 
as careful in costs as some of the builders who have made money on 
these rental projects. Even on section 207, on a $2 million project, 
one builder who sells the project can make $50,000, and manta! one 
$200,000. If you told the one who made $200,000—if you said that 
he could only make $50,000, I think that you are penalizing efficiency. 

The Cuarrman. How could he do it on section 207 ? 

Mr. Witxiamson. It is based on estimated value. I mean even ona 
section 207, one builder—maybe that is too great a difference, but 
builders don’t always make the same amount of money on a project. 
~~ builder will make less than another builder, even on a section 
207. 

The Cuarrman. You say one might make $50,000 and another 
$200,000 on a section 207. How can he make anything, when he still 
owns it? If I am thinking wrong I wish some of you gentlemen in 
the industry would straighten me out. It has been worrying me ever 
since this investigation started. How can a man make something on 
something that he stillowns? Except when he might want to liqui- 
date his corporation. 

Mr. Witx1amson. That is right. You see you can have an esti- 
mated value of a section 207—let’s say it is $2 million, and your mort- 
gage is $1.8 million, or 80 percent. That is the firm commitment, that 
the mortgage will be $1,800,000. 

The Cramman. What you really have been saying is that they 
can build it for less and not make a profit ; aren’t you? 

Mr. Wiiuramson. That is right. They can build it for less. 

The CuHarrman. But he still owns the property so where did he 
make a profit? If he sells the project to somebody else for $1,800,000 
or $2 million, he makes a profit, but as long as he holds it, why does he 
make a profit? 

Mr. WitiraAMson. It just cost him less to build it. 

The Cuairman. I guess you are going to have to get me in private 
and tell me about this. 
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Mr. Witiiamson. Under the section 207 program, with a ratio of 
loan to value, based on estimated value, he isn’t going to get a $1,- 
800,000 mortgage. If you have the cost certification provision and 
he does build it for less, the mortgage is reduced by the excess. 

The Cuarrman. Did you think that these gentlemen involved in 
section 608’s just felt they were selling the property to the Govern- 
ment for the amount of the mortgage? Is that the attitude they 
took, just say, “We will get as high an appraisal as we can, we will 
build it for as little as we can, and the diffierence between the amount 
spent and the mortgage will be our profit” ¢ 

Mr. Witui1amson. I don’t know what they were thinking. I think 
you will probably find that out in the course of this investigation. I 
will say this, that with respect to some of the examples which you pre- 
sent here about a $3 million mortgage on a $2 million cost-of-construc- 
tion figure, I believe it would be an understatement to say that is 
unconscionable. But I don’t know what they were thinking about, 
FHA, the builders, or anybody else. It is a little difficult for me to 
try to comprehend the situation as it must have existed to have re- 
sulted in so large a difference as $1 million in a $3 million project. 

The CuatrmMan. Take this example of a corporation that started 
out with $2,000. That got a mortgage of $4,850,000. It cost them 
$4,200,000. They ended up with approximately $600,000 more in the 
mortgage than the cost, and they got a $4,850,000 mortgage. They 
paid out $4,200,000 to have their project built, so they had $600,000 
in the bank, the corporation did, you see. It was there. It was sit- 
ting there as cash in the bank. And yet they owed the $600,000, be- 
cause they had a $4,800,000 mortgage. But in eleven-hundred-and- 
some cases they turned around with $600,000—not that amount in 
every instance—and distributed it to the stockholders and wanted to 
pay a capital gains tax on it. 

Mr. Witu1amson. That is because section 608 didn’t require the 
FHA to be concerned about actual costs. That is why, in the absence 
of fraud or collusion, there is nothing illegal about it. It was just 
something the law permitted. 

The CuatrmMan. They sat there, having put $2,000 in it, it is a 
corporation, and if the project goes bust, the United States Govern- 
ment holds the bag. That is the holder of the mortgage does, and if 
the mortgage isn’t paid, then whoever bought the mortgage, he sends 
a little note down to Uncle Sam and says, “Please send me $4,850,000,” 
and we end up owning the property. That is the pattern all through 
this whole business. 

You have never heard of any instances, then, where FHA officials 
or employees encouraged people to get into business and do this sort 
of thing ¢ 

Mr. Wiiu1amson. If such promotional activity was underway, it 
happened before I came with the association. It must have happened 
in 1946. 

The Cuamman. You have no personal knowledge of it ? 

Mr. Wuu1amson. No, sir. 
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(The following was received for the record :) 





NATIONAL ASSOCIATION OF REAL EsTATE BoarDs, 1 T 
REALTORS’ WASHINGTON COMMITTEE, ‘ (ch 
Washington, D. C., April 26, 1954. ; an 
Hon. Homer BE. CAPeHART, ( 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington 25, D. C. Bat 
Dear SENATOR CAPEHART: I believe you will recall my testimony before the f101 
Senate Committee on Banking and Currency on April 22 in regard to tightening up ] 
the pending housing bill, S. 2938, so as to avoid, or at least reduce to an absolute 
minimum, the types of abuses in the FHA program which have been revealed be- 
fore your committee. 
I want to take this opportunity of emphasizing the importance of our recom- 
mendation providing for the use of independent appraisers as a check on the 
present FHA staff appraisal system particularly for multiunit rental projects. ' 
It is significant that the Veterans’ Administration home-loan program uses the 
fee (independent) appraisal system. The system is considered to be a superior 
one not only by VA, but by many builders and lenders, and what is even more 
important, by the major veterans’ groups who have never relaxed their zealous 
regard for the basic philosophy underlying the veterans program. It is un- | 
fortunate, but nonetheless a fact, that in the past the VA has attempted to use B: 
staff FHA appraisers in order to avoid undue duplication of effort with respect 
to certain developments, but has had to discontinue such use because of a lack or 
of confidence in the staff system. ch 
The VA regional loan guaranty offices maintain lists of approval professional In 
appraisers who have had at least 5 years practical experience in appraisal re 
work including appraising for mortgage loan purposes. These appraisers must A 
also be recognized by the local courts as qualified to render expert testimony 
in condemnation as well as other judicial proceedings involving the appraising of ™ 


real estate. As of February 1954 the VA has 5,381 real-estate appraisers on its 
approved list as well as 2,433 compliance inspectors, some of whom are also oC 
appraisers. (n the other hand the Federal Housing Administration has 546 
staff appraisers, including 23 trainees, who are all salaried Government em- 


ployees. The VA fee appraisers are paid a fee by the builder or the purchaser n 

from $15 to $25 per dwelling unit based on the fees for similar services in the n 

locality. The value of the property has no bearing on the amount of the fee. Oo 
Another advantage of the fee appraisal system is that it is not subject to t 

budgetary limitation. Also, the number of available fee appraisers are never 

affected by the fluctuations in volume of building. On the other hand a staff a 


system is subject to conditions, such as budgets and appropriations for salaries, 


which are not always accurately related to the actual needs in a particular ¢ 
area. 
I wish to emphasize that the fee appraisal system as it operates in the VA, and I 


as we recommend it operate in the FHA, is advisory to the regional offices which 
contain a salaried nucleus of staff appraisers. We thus have a combination of 
professional appraisers and staff technicians which affords the proper crosschecks 
which result in greater protection to the consumer than would be afforded by the 
wholly staff system. 
We strongly urge that the pending housing bill be amended in order to provide 
for the use of independent appraisers by the Federal Housing Administration. | 
Respectfully yours, 


JOHN C. WILLIAMSON, Secretary-Counsel. 

The Cuatrman. Thank you very much. You have been helpful; 
we appreciate it. 

I think it is 12: 10; we'd better recess until 2 o’clock, at which time 
we will have as witnesses Mr. Reilly, president, Second National Bank 
of Washington, representing the American Bankers’ Association, and 
Mr. Vieser, representing the Life Insurance Association. 

We are going to have a session tomorrow, starting at 10 o’clock, in 
which we have governmental witnesses. 

(Whereupon, at 12:15 p. m., the hearing recessed to reconvene at 
2 p.m. the same day.) 
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AFTERNOON SESSION 


The committee reconvened at 2 p. m., Senator Homer E. Capehart 
(chairman) presiding. 

The Cuarrman. The committee will please come to order. 

Our first witness will be Mr. Reilly, president of the Second National 
Bank of Washington, representing the American Bankers’ Associa- 
tion. 


Mr. Reilly. 


STATEMENT OF JOHN A. REILLY, AMERICAN BANKERS 
ASSOCIATION 


The Cuairman. You have a statement, I believe, Mr. Reilly ¢ 

Mr. Remuy. Yes, Mr. Chairman. 

The Cuatrman. Then you may proceed in your own way. 

Mr. Remy. Thank you, sir. 7 

My name is John A. Reilly. I am president of the Second National 
Bank of Washington, D. C. I am also a member of the committee 
on Federal legislation of the American Bankers’ Association and 
chairman of its subcommittee on mortgage financing and urban hous- 
ing. It is in this capacity that I appear here today in response to the 
request of Senator Capehart that suggestions of the American Bankers’ 
Association be presented to this committee relating to possible amend- 
ments of S. 2938, known as the Housing Act of 1954, which should 
minimize the danger of recurrence of alleged conditions that have 
occurred in connection with insured home financing. 

We appreciate the urgency and necessity for obtaining this infor- 
mation by this committee, as evidenced by the request of your chair- 
man on April 19, to present our viewpoint. However, in the absence 
of specific and complete information as to the nature and extent of 
the conditions alleged to have existed, our views cannot be definitive 
at this time. 

We would like to reaffirm our previous testimony on S. 2938, which 
dealt primarily with the first three titles of this bill. While in sym- 
pathy with the general objectives set forth in the bill, we do not favor 
some of the methods for achieving the objectives on the grounds that 
its provisions tend to involve the Government more deeply than ever 
in the housing and home financing field. 

The American Bankers’ Association has consistently advocated the 
extension of sound housing credit. It has opposed the excessive lib- 
eralization of loan terms. This position is not induced by the current 
allegations directed at FHA-insured financing, but is a consistent 
policy of many years’ standing. 

FHA title 1 loans: As a means of avoiding the recurrence of condi- 
tions recently alleged in FHA, relating to repair and improvement 
loans under title I, it is recommended that FHA pursue a thorough 
program of policing loans, under authority already at its command, 
and in conformity with recognized sound practices of private insur- 
ing organizations. 

In the report of the President’s Advisory Committee on Govern- 
ment Housing Policies and Programs, specific steps were proposed to 
strengthen the administration of the title I home repair and improve- 
ment program. FHA put these recommendations into effect Decem- 











1568 HOUSING ACT OF 1954 


ber 1, 1953, by amending its title I regulations and made them a re- 
quirement of the insuring program. If these amended regulations 
were forcefully applied, they will help materially to achieve the de- 
sired objectives. Too short a time has elapsed to observe the effect 
of these regulations. 

The recommendations in the report of the President’s Advisory 
Committee on Government Housing Policies and Programs, and 
adopted by FHA as amendments to its title I regulations, are as 
follows: 

1. Require that approval of the dealer by the lending institution 
be evidenced by an application signed and dated by the dealer on a 
form furnished by the Administration. The lending institution must 
investigate all dealers from whom it has not purchased notes during 
the past 12 months and must certify that it has found the dealer to be 
reliable, financially responsible and qualified to perform satisfactorily 
the work to be financed and to extend proper service to the customer. 

2. Require that the lending institution maintain a loan record of 
its experience with its approved dealers that will reflect the volume 
of loans purchased, losses sustained and any complaints or irregulari- 
ties. Such record shall be considered in determining the future 
financial relationship with the dealer and shall be feng for inspec- 
tion by the FHA, 

3. Require the lending institution to deliver a notice to the borrower 
of the approval of his credit application at least 6 calendar days prior 
to disbursing the note proceeds to the dealer. The purpose of this 
notice is to inform the homeowner of the basic terms of the proposed 
credit and to give him an opportunity to contact the lending institu- 
tion if he has any question regarding the transaction. 

4. Make a loan ineligible for insurance if the lending institution 
has knowledge that as an inducement for the consummation of the 
transaction the borrower has been given or promised a cash payment 
or rebate or it has been represented to the borrower that he will re- 
ceive a cash bonus or commission on future sales. 

5. Require the dealer to certify in his completion certificate, that 
the borrower has not been given a cash bonus or promised a cash pay- 
ment or rebate, nor has it been represented to the borrower that he 
will receive a cash bonus or commission on future sales as an induce- 
ment for the consummation of the transaction. The dealer must also 
certify that all bills for labor and materials have been or will be paid 
and that if any of the representations appearing on the completion 
certificate prove incorrect, the dealer will promptly repurchase the 
note. 

The Cuamrman. You think it might be well to write those into the 
law ¢ 

Mr. Remy. Well, it would have more force, I think, Senator, to 
write them into the law, but as I understand, a regulation made as a 
result of law has the force of law. 

The CHatrman. They can change the regulations but they can’t 
change the law. 

Mr. Remy. That's correct, sir. I would see no objection to it. 

These amended regulations are designed to eliminate misuse and 
misrepresentation and at the same time to permit the maintenance of 
a practical lending operation. 





\ re- 
ions 

de- 
fect 


Ory 
and 
. as 


ion 
na 
ust 
ing 
. be 
‘ily 
er, 
of 
me 
ri- 
ire 
2C- 


er 
or 
Lis 
ac] 


u- 


HOUSING ACT OF 1954 1569 


I should like to repeat a portion of my previous testimony on 
S. 2938 with reference to the expansion of terms of title I loans: 

ixpenditures for materials and supplies going into home repairs and improve- 
ments should generally be financed over a short period of time in the same 
manner that the purchase of other consumer durable goods are financed for 
otherwise the whole credit base of the country is weakened. During recent 
years the banks have been making every effort to hold the line on maximum 
terms of consumer credit. If any expansion of terms of FHA title I loans is 
permitted it will inevitably bring pressure to bear for term expansion on other 
types of consumer credit loans, which we believe would not be sound for the 
consumer, the lender, or for the economy. 

And, I think, Mr. Chairman, that would go a long way toward 
relieving a great many of these things that have happened that you 
are now investigating if that program was followed. 

We feel further that the expansion of terms as proposed in S. 2938 
could lend itself to the recurrence of the conditions which you are 
trying to correct. 

Rental housing: We understand that the conditions which have 
been alleged to have existed in the rental housing insurance program 
were in those projects insured under section 608 of the National Hous- 
ing Act, which was a part of the war housing program, and arose out 
of the methods of appraisal and evaluation provided in that section, 
which were based on “current costs.” 

If similar conditions exist today, they would have to be in section 
207 or 213 of the Mattenal Housing Act, or the urban renewal pro- 
grams provided in 8. 2938. 

As a possible means of preventing recurrence of the alleged con 
ditions under section 608, we recommend that consideration be given 
to amending those provisions in S$. 2938 which relate to large-scale 
rental projects, including cooperative housing projects under section 
213 of the National Housing Act and those intended to assist in slum 
clearance and urban renewal activities in order to require that the 
loan-to-value ratio be determined by FHA on an estimate of total 
value, based upon “economic soundness,” and not upon estimated 
“current cost.’ 

The Carman. You don’t like the idea of adjusting the mortgage 
to the actual cost when the project is finished ¢ 

Mr. Reitty. If the costs are unusually high, it doesn’t seem to me, 
sir, that that would be sound over a long period of time. It would 
seem to me there would be no objection to either cost or economic 
soundness, whichever is lower. 

The Cuarrman. What do you mean by economic soundness? 

Mr. Rey. This is a very broad term, I admit, Senator. They 
take into consideration the rental value, the location of the property, 
the quality of the construction and everything relating to the property 
and its potential life over a period of years. 

The Cuarman. Under any circumstances would it be more than the 
actual cost of the project ? 

Mr. Reixy. It is possible that it could be. 

The Cuatrman. How and why ? 

Mr. Reiiy. The cost may be low and the economic soundness 
higher. At the bank I saw we had an appraisal on a piece of property 
that was $2,500—not an FHA deal but a conventional deal. The 
appraiser put $3,250 on it and it sold for $2,900. 
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The Cratrman. Since the property is constructed for the purpose 
of rentals, meaning that the income from rentals is the source of 
revenue, why do you object to the actual cost of any specific project ? 

Mr. Retiiy. Except that the cost might be abnormal] high and it 
might, over a period of years, not be worth enough. We say “esti- 
mated cost.” We don’t say, “actual cost” in this statement here. 

The Cuarrman. If it is abnormally high, then I would think you 
bankers and insurance companies would take as good a look as you 
would as if the Government wasn’t behind it and say, “No, we don’t 
want that mortgage.” 

Mr. Rey. It would caution us to consider how much of a mort- 
gage we would make on it. We might lower the amount of the 
mortgage, if it was abnormally high. 

The Cuarrman. I am not trying to be critical, but I do not quite 
follow this. I know most of our witnesses have followed this philos- 
ophy that you have so there must be some virtue in it, and merit in it. 
Otherwise you wouldn’t all be talking about it, but it still isn’t quite 
clear to me how we should ever deviate away from the 90 percent, or 
95 percent of the actual cost. 

Mr. Rettiy. Of course, the actual cost on an audit could have been 
padded. You might not pick it up. Economic soundness on a fair 
appraisal would correct that. 

The Cuatrman. Who isto make the appraisal ? 

Mr. Remy. An independent man capable of making the appraisal, 
who is experienced in the field, who the bans generally select. Some- 
one qualified to do that job and if the thing looks abnormally high 
based on cost, he wouldn’t appraise it. Many appraisals are made at 
substantially less than alleged cost. It seems that is a much safer 
program than to just take your cost and make that the base when there 
are so many things that con go into that cost. 

The CuarrMan. I see your point, and I think it has some merit to it. 
We have to find out who the appraisers are going to be. 

Mr. Remy. I think you have to rely upon the financial institutions 
to pick competent appraisers. They would be very foolish if they 
didn’t do it. Outside competent appraisers who have no interest in 
the project, directly or indirectly, expect to give a fair appraisal of it. 
That is what we do in the banking business. 

The Cuarrman. Under the law now, if I understand it correctly, 
and the regulations, a man under rental ry who gets, say $500,- 
000 more for the sale of his mortgage than the project cost him, he 
can’t declare a dividend 

Mr. Rettuiy. No, but he can use that money. 

The Cuatrman. He can use the money, but he can’t declare a divi- 
dend without consulting with FHA. He can’t sell it without consent 
of FHA. He must give them a yearly financial statement and they 
set his rents. 

Mr. Remy. That’s right, but he does get the use of that money 
which he might use and might not be able to repay. 

The Cuamman. He could loan it to himself and pay interest on it. 

Mr. Retty. Or pay no interest, which may very easily be an abuse. 

The Cuarmman. As I understand the situation he cannot declare 
a dividend, as they have been able to do or have done without the con- 
sent of FHA. Now, we have to find out, of course, those who did. 
I don’t know whether there are 1,149 of them, but there are a lot of 
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them and we have to find out from FHA if they gave them permission 
to do it. 

Mr. Remy. As you point out, there is no profit until he sells the 
corporation, but if he has the use of the money the abuse can come in 
there. 

The Cuarrman. Do you like economic soundness to be appraised by 
outside appraisers on an economically sound basis? 

Mr. Rey. We debated that when your telegram arrived. 

The Cuarrman. Would you add to that, giving effect, likewise to 
actual cosis? 

Mr. Remy. Whichever is lower. I would see no objection to that. 
If the full cost was lower than the economic soundness, I would see 
no objection to that. If it was higher, I would see objection to it. 

The CuarrmMan. I can see some merit in what you say. We are glad 
to get your point of view on it. 

Now, you talk both about title I and title II. Do you think we could 
well afford to eliminate title II? 

Mr. Rettiy. No, I don’t think so, Senator. I think title I has served 
a useful purpose. I think it enables the homeowner to do some things 
which perhaps he could not otherwise do. If the bank carefully 
screens these loans and sees that the borrower is able to pay back and 
doesn’t rely entirely upon the dealer, I think the title I serves a useful 
purpose. 

The CuatrMan. Do you think it would be practical or impractical 
or workable to try to make title I loans two signatures ? 

Mr. Remy. I think it would be very impractical, sir. I think the 
effect of it would be that the good dealers, in the first place, wouldn’t 
do it. They would move out of the program. Those who don’t care 
whether they endorse, or not, of course, they might endorse it just 
to get their sales and make their profits on it. 

I think, also, there is another important thing. 

The Cuamrman. Senator Bricker suggested maybe that all dealers 
or lending agencies be bonded. Do you think that has any merit? 

Mr. Reitiy. Well, I don’t know what you would bond them for. 

The Cuareman. As I said before, it isn’t quite clear to me, but it 
evidently has some merit to it and we will have to get into it a little 
deeper. 

Mr. Retiiy. I don’t know what you would bond them against. You 
often run into situations in title I where there is a dispute between the 
homeowner and the dealer. The reputable dealers we have come in 
contact with make those things good. The irresponsible ones don’t 
make them good and then we get rid of them. We don’t deal with 
them any more. 

The Cuarrman. I understand there have been many sales organi- 
zations who have gone out and sold homeowners a lot of orders and 
then would call in the dealers in a given town or neighborhood and 
let them bid and sell the orders to the highest bidder, and make the 
difference between what the dealer was willing to make the improve- 
ment for and what they sold it at. 

Mr. Remy. I think a bank who would take that kind of paper 
would be very foolish creditwise. 

The Cuarrman. Well, they have taken a lot of it. 

Mr. Remy. That may be, but I do think the bank who relies on 
that 10 percent insurance reserve is getting into a dangerous field. 
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The Cuarrman. Do you have title I loans? 

Mr. Retiiy. We have done a considerable title I business and it has 
been very lucrative. 

The Cuarrman. No section 213 loans, cooperative loans? 

Mr. Rettiy. No. 

The Cuamman. You think these regulations, then, that Mr. Holly- 
day, I believe, put in, last fall, are helpful ? 

Mr. Remy. I think they should be helpful, but I think you have to 
wait a little while until they have been on the books for some per iod of 
time to determine how useful they are, but I think it is a step in the 
right direction. 

“The Cuamman. Well, thank you very much. You have been very 
helpful and we appreciate it. I wish you would keep thinking about 
this subject and this problem. 

Mr. Remy. Our committees are working on it all the time, sir. 

The Cnatrman. It isn’t an easy one. 

Our next witness is Mr. Vieser, vice president of the Mutual Benefit 
Life Insurance Co., representing the Life Insurance Association of 
America, and Mr. Jewett, vice president of the Prudential Insurance 
Co. of America; Mr. Meredith, executive vice president of the National 
Life Insurance Co., of Vermont. 


STATEMENT OF MILFORD A. VIESER, ACCOMPANIED BY JOHN G. 
JEWETT, AND L. DOUGLAS MEREDITH, REPRESENTING AMER- 
ICAN LIFE CONVENTION AND LIFE INSURANCE ASSOCIATION 
OF AMERICA 


Mr. Vieser. My name is Milford A. Vieser, vice president of the 
Mutual Benefit Life Insurance Co., of Newark, N. J., and chairman 
of the joint committee on housing and mortgage lending of the Ameri- 
can Life Convention and the Life Insurance Association of America. 
It is in the capacity of chairman of this joint committee that I testify 
here today. My associates, who are both members of the committee, 
are L. Douglas Meredith, executive vice president of the National Life 
Insurance Co., Montpelier, Vt., and John G. Jewett, vice president 
of the Prudential Insurance Co. of America. 

The allegations of abuses, maladministration, and_ possible miscon- 
duct in connection with the operation of various FHA programs are 
a matter of national concern, and we are greatly impressed with the 
prompt action you have taken. We are pleased to be here at your 
invitation. 

A year ago the life-insurance business made available to the Housing 
and Home Finance Administrator, the FHA Commissioner and the 
President’s Advisory Committee on Housing a statement entitled “Na- 
tional Policy on Housing and Mortgage Lending—a Statement of Life 
Insurance Company Views.” This statement was attached to the 
testimony presented to your committee on March 19, by Carrol M. 
Shanks, president of the Prudential Insurance Co. of America. At 
that time, that is a year ago, we stated that: 


The FHA system of home-mortgage insurance is, if administered soundly and 
with flexibility, a desired vehicle for lending stability to home building and 
mortgage lending. The idea of mortgage insurance as set forth in the preamble 
of the original Federal Housing Act is basically sound, but there is evidence that 
the FHA program has departed from the original plan. The FHA should return 
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to the function originally intended, namely, purely as an insuring agency to be 
operated on business principles and with adequate reserves in order to make its 
maximum contribution to a stable mortgage market. 

We think it is timely to emphasize that the FHA system has been 
a great force for good in this country. When origin: ated in the early 
1930’s it did much to aid the revival of home- building activity and it 
has many important accomplishments to its credit. The FHA has 
had a far-reaching and salutary effect on all forms of home financing 
far beyond just FHA mortgages. It has v irtually eliminated second 
mortgages; it has led to the development of long-term loans with level 
monthly payments; it has encouraged the development of higher con- 
struction standards and better land- planning practices ; and it has 
led to improved mortgage-underwriting standards. Over 90 million 
policyholders through their life-insurance reserves have an interest in 
$9.6 billion of Government insured and guaranteed mortgage loans 
and our experience with these loans indicates that they are excellent 
investments. 

The FHA system, along with the GI loan, has been a tremendous 
force for good in this country in that it has encouraged the American 
people to be homeowners and has brought homeownership to the 
largest percentage of our families in history. We have, of course, 
been critical of some aspects of various FHA programs from time to 
time, and most of these views are listed in our statement on housing 
which I mentioned earlier. The fact remains that the FHA is basical- 
ly needed in this country and has had on the whole an outstanding 
record. It is imperative that if any abuses exist in the FHA system, 
they should be rooted out, but it is important that FHA be maintained 
in the essential role it has played as a vehicle for sound home finance ing. 

As you know the life-insurance companies are long-term lenders 
and do not make loans under the title I program, so that I shall not 
address myself to it. 

In considering new housing legislation, we believe that your com- 
mittee should review those sections in which provisions for the maxi- 
mum insured loan are defined as a percentage of “estimated” or “ap- 
praised” value in a way which might easily lead to excessive profits 
as is alleged to have been true under the section 608 program. We 
would respectfully suggest that your committee carefully consider 
a provision that as the construction of a project advances, be it a group 
of single-family residence or a multifamily residence, the builder 
must submit an audited cost statement or an affidavit of actual cost. 
In no case should the loan exceed a stipulated percentage of the actual 
cost. While this procedure would not be a cure-all, it would go a long 
way to eliminate the alleged abuses, and it would also furnish a valu- 
able source of information on construction costs for the underwriting 
of other projects. 

It should be emphasized, however, that cost alone is not the sole 
factor which determines the value of a project. The economic value 
of a housing project is determined by a projection of the income which 
may be expected over a long period of years. Good mortgage lending 
dictates reconciliation of economic value and actual cost. This can 
be accomplished only by men trained and experienced in mortgage 
lending who know how to analyze cost, estimate income and expendi- 
tures, and who constantly keep in touch with current market condi- 
tions. The alleged abuses which your committee is about to investi- 
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gate indicate clearly how important it is that FHA be staffed ade- 
quately and with competent personnel. This can be accomplished 
only with adequate appropriations. In addition to having satisfac- 
tory personnel, any governmental organization, as well as private 
organization, in conducting a sound mortgage-lending operation, 
should have a thorough and complete system of review—a system of 
checks and balances from the field office through the regional office 
to a final board of review on large projects. 

Whenever FHA departs from being an insurer of loans on econom- 
ically sound projects and sponsors special-purpose programs such as 
war housing and emergency rental housing and embraces in these pro- 
grams high-ratio loans, a greater opportunity for these alleged ex- 
cesses exists. We have historically opposed FNMA. At no time has 
there been any shortage of mortgage money for sound projects at 
market interest rates. The continuation of FNMA would provide 
a place of more easy access to loans of questionable soundness. 

Our statement has been brief. We have not had time to consider 
these matters with the various committees of our two associations. 
I assure you, however, that we shall be pleased to cooperate with 
your committee to the best of our ability and shall be glad to — at 
your disposal all of our facilities for the study of any specific ques- 
tions you may care to submit for our consideration. 

We will be happy indeed to answer any of your questions. 

The Cuarrman. Mr. Jewett, you are vice president of the Pru- 
dential Life Insurance Co. ¢ 

Mr. Jewerr. Yes. 

The Cuatmrman. You hold the mortgage on Green Oaks Village? 

Mr. Jewerr. Yes. 

The Cuarrman. You hold all the mortgages on that ? 

Mr. Jewerr. I don’t know that we hold all of them. 

The Cuarrman. You do hold some of them. 

Mr. Jewerr. That’s correct. 

The Cuarrman. They are 1 of the 1,149 cases that we have before us. 

To be helpful to our committee, here, I would like to ask a few 
questions about that. Did your appraisers go out and appraise these 
properties ¢ 

Mr. Jewerr. In 1 way they do, and in 1 way they probably do not. 
We do not make FHA loans just because of FHA insurance. I pre- 
sume over the years we have declined as many of FHA loans as we 
have made. We check every location. We examine the plans and 
specifications, we check the rentals in the neighborhood, we look over 
the floor plans for room sizes and apartment layout to see that it 
is a desirable apartment that is to be constructed. We make our own 
estimate of income and expenses projected over a period of years and 
decide whether or not a loan should be made on that particular prop- 
erty. We would not make a cost breakdown appraisal of the number 
of yards of concrete or the number of board feet of lumber or bricks 
and so forth. 

The CuHairman. You don’t remember, of course, whether you have 
all the mortgages. 

This corporation—they had 28 corporations. Their total mort- 
gages insured by FHA was $24,350,000—I’m just using round figures: 
The costs of the projects were $20 million, and they made in excess of 
$4,250,000, and they distributed to their stockholders out of that $4,- 
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600,000 ; $350,000 was the difference which represented depreciation 
reserves, or earnings when they rented them. I am asking these ques- 
tions not because you happen to have this, because I suppose most 
every life insurance company in the United States has loans similiar 
to these. I am pretty sure they have all had a section 608, but do 
you go behind the mortgage at all? For example, I find that in one 
of these 28 corporations there were just 12 stockholders and they in- 
vested only $15,000. That particular one took out $800,000 in divi- 
dends. That was the distribution to stockholders. At the time all 
capital invested was $15,000. They might have used their credit, 
possibly, but that was the total invested. They took out $800,000 in 
dividends, and I find another one here of these 28, $7,500 invested, and 
they took out $350,000. 

Another one, $7,500 invested, and they took out $240,000, and on 
down the line. The ones that I have before me, here—lI find 1 here 
in which they only invested $1,350, it looks like, and took out $144,000. 

You pay no attention to the corporation, that is the net worth or 
the gross worth of the corporation from whom you purchased these 
mortgages ¢ 

Mr. Jewerr. A great many of the mortgages are on completed 
projects. 

The Cuatrrman. You just looked to the project itself to cover your 
equity ? 

Mr. Jewerr. That’s right. 

The Cuatrman. And you didn’t look beyond the property to see 
if the corporation behind it had any assets ? 

Mr. Jewerr. No, we were looking to the property. 

The Cuarrman. You had no written agreement or understanding 
with these concerns that they were not to declare X amount of divi- 
dends ? 

Mr. Jewett. No, sir. 

The CuarrmMan. You just took these mortgages. They were guar- 
anteed by the Federal Government, and you took them. 

Mr. Jewerr. They were apparently attractive propositions which 
had an economic value that was sufficiently great. 

The Cuarrman. I don’t question that at all. 

What we are trying to find out, of course, is how an FHA appraiser 
‘an make such a mistake in the appraising of these properties. 

For example, here is one where the cost is $3,800,000, and they took 
out a mortgage for $4,600,000—I shall not read all of them, but I am 
trying to find out about the pattern, here, which seems to have been 
pretty much the same all over the country. 

At the time you bought these mortgages, if the law stated that when 
the projects were finished they could get 90 percent of the actual cost, 
and they figured up the actual cost, would that have been the proper 
way to do it? 

Mr. Jewett. It would have been much more pleasing to the lender, 
yes. 
The Cuarrman. The gentleman before you referred to the economic 
value. 

How do you think the FHA appraisers on this project here made 
a $4,250,000 mistake on a $20 million project? That is a 25-percent 
mistake. 

Mr. Jewett. I haven’t seen the figures. It seems quite high. 
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The Cuamrman. You didn’t inquire and find out about the cost 
figures on this project ? 

Mr. Jewerr. No, sir; we did not. We bought those loans on 
completed projects. 

The CuarrmMan. You went out and looked at the project ? 

Mr. Jewerr. Yes; we looked at them. 

The Cuamman. And you made certain that the FHA had guar- 
anteed them or had approved them ¢ 

Mr. Jewerr. We did, however, know the cubic contents of the build- 
ings and the cost per square foot—not the cost per square foot but 
the estimated value per square foot, which seemed to be in line with 
other projects in this general area. 

The CnarrmMan. You didn’t ask the corporation, or the stockholders 
of the corporation, to guarantee anything at all? 

Mr. Jewerr. No, sir. We were looking at that piece of real estate. 

The CHarrman. You would have been if the Federal Government 
hadn’t been guaranteeing it? 

Mr. Jewerr. We would have made the loan without the Federal 
Government guarantee. The amount would have been less. I don’t 
believe we have made any loans that we would not take on a conven- 
tional basis, except as to the amount. 

Senator Leuman. Did you make any appraisal at all of these 
properties ¢ 

Mr. Jewrerr. An economic appraisal. 

Senator Leuman. What do you mean by that ? 

Mr. Jewerr. The estimated income less the expenses. 

Senator Lenman. No; I mean the value of the property. 

Mr. Jewerr. Of the cost of the construction ¢ No. 

Senator Lenman. The cost or replacement value. 

Mr. Jewrerr. No. We knew what the total valuation was per cubic 
foot of construction in place, which as I stated a second ago, seemed 
to be in line with general costs in the area, as evidenced by other 
projects. 

Senator Lenman. How long after the completion of these projects 
did you take a mortgage or give a mortgage ¢ 

Mr. Jewerr. Immediately upon completion. 

Senator Lenman. Were the buildings occupied at that time? 

Mr. Jewerr. Yes. 

Senator Lenman. Did you base your valuation—which was obvi- 
ously a pretty informal, sketchy valuation—did you base that at all 
upon the possible increment that had come through the completion 
of the building, over and above the cost of the unimnproved property, 
plus the cost of the improvement ¢ 

Mr. Jewrerr. No. We were working on economics in that particular 
instance. There was sufficient money in sight over quite a number 
of years to take care of that circumstance. 

The CuatrmMan. We have, of course, in the proposed law and the 
present law, some titles that are possibly susceptible to the same sort 
of situations as this. We are trying to find ways and means of writing 
this new law that will stop this sort of thing. It never was the inten- 
tion—I don’t think it was; I wasn’t here when this law was originally 
passed, which was back in 1940, I think, but I don’t think it was ever 
the original intention of Congress that the Government, for exam- 
ple—to that one project there where they immediately took out 
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» 300,000, that the Federal Government would guarantee $800,000 to 
you, holding the mortgage, and they put the $800,000 immediately 
| intheir pocket. I don’t think it was. 
Mr. Jewett. Only to the extent the fees and legitimate charges were 
included in that $800,000. 
The CuairmMAn. Well, that isn’t correct. All the fees and all the 
legitimate charges were in the total cost, you see. 
These are figures from the Internal Revenue Service, taken from the 
ernal Revenue—the income-tax return of the taxpayer, so that is all 


‘an vouch for. 
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May I ask a question, then! 

: The Cuarrman. Yes. I guess I should have told you what I did 

before I asked permission to put it in the record, I’m sorry. 

(The documents referred to are herewith inserted. ) 

The Cuarrman. Senator Bush. 

Senator Busu. I'll go back to your statement on page 4, Mr. Vieser, 
about the FNMA. We presume this statement of yours is made on 
behalf of the American Life Convention as well as the Life Insurance 
Association of America. 

Mr. Vieser. That’s right. 


Senator Busn. Those organizations together encompass what ? 
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+ 300,000, that the Federal Government would guarantee $800,000 to 
you, holding the mortgage, and they put the $800,000 immediately 
in their pocket. I don’t think it was. 

Mr. Jewetr. Only to the extent the fees and legitimate charges were 
included in that $800,000. 

The Cuarrman. Well, that isn’t correct. All the fees and all the 
legitimate charges were in the total cost, you see. 

These are figures from the Internal Revenue Service, taken from the 

ernal Revenue—the income-tax return of the taxpayer, so that is all 

‘an vouch for. 

The cost of the building, here, was $3,800,000, approximately. The 
mortgage was $4,600,000. That is about $800,000. 

Mr. Jewett. I have not seen any of these figures. 

The CuarrmMan. All that you are talking about, the fees, and so on, 
and so forth, are in the $3,800,000. 

Mr. Jewett. There certainly should not be $800,000 on top of that. 

The CuHarrRMan. The next one is $350,000—wait a minute. Those 
are what they took out. We would have no quick way of catching 
these things if these people didn’t put them in their tax returns. The 
fellow who didn’t claim it as income and just kept it in the corporation, 
we will have to subpena all 7,000 of them to find that out, I guess, 

Without objection, we will place in the record these figures that were 
furnished by the Internal Revenue Service, taken from the income- 
tax returns of George M. and Anna Gross, regarding the Glen Oaks 
Village cases, in Brooklyn, N. Y. 

Senator Busu. Without objecting, may I ask, is that in conformity 
with the law? 

The CHarrMan. It certainly is. Otherwise, we wouldn’t do it. 
Furthermore, it is in conformity with the laws, and in this respect, 
it is in the courts right now. 

Senator Busu. You had mentioned the secret nature of the Internal 
Revenue records. 

The Cuamman. Yes. This particular case is now in the courts. 
It is in Baltimore, I think. It is in the courts, and I should say this, 
it becomes permissible to put in the record, because this gentleman here 
representing the Prudential Life Insurance Co. bought the mort- 

ages, and, therefore, we are entitled as a result of that—because he 
fos some knowledge of it—to try and find out how, when they pur- 
chased the mortgages, what they did about checking this information. 
These cases are in the court, and I think it is well, at this time, to 
have one of these in the record anyway, because it is a pattern of what 
the other 1,149 look like. 

Senator Busu. I have no objection. 

May I ask a question, then? 

The CuarrmMan. Yes. I guess I should have told you what I did 
before I asked permission to put it in the record, I’m sorry. 

(The documents referred to are herewith inserted.) 

The Cuarrman. Senator Bush. 

Senator Busu. I'll go back to your statement on page 4, Mr. Vieser, 
about the FNMA. We presume this statement of yours is made on 
behalf of the American Life Convention as well as the Life Insurance 
Association of America. 

Mr. Vieser. That’s right. 

Senator Busu. Those organizations together encompass what? 
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Mr. Virsrer. They represent about 98 percent of all the assets of 
American life insurance companies. 

Senator Busu. Do you have any estimate of the amount of mort- 
gages held by members of those associations ? 

Mr. Vieser. We have and we put that into testimony, here, several 
weeks ago. We said at that time that the life-insurance companies, at 
the end of 1953, held 20 percent of the total outstanding mortgage 
debt on 1 to 4 family residences. Their holdings were $6 billion in 
FHA mortgages, $3.6 billion in VA, a total of $9.6 billion in Govern- 
ment guaranteed and insured mortgages. 

Senator Busu. You have nearly $10 billion in those categories. 

Mr. Vieser. $10 billion in the insured categories. 

Senator Busu. You represent the holders of some $20 billion of 
mortgages. 

Mr. Vieser. That’s right. At the end of 1953 the life-insurance 
ecmpanies held residential mortgage holdings at the rate of $17 
billion. 

Senator Busu. That would raise the total to $27 billion, then. 

Mr. Vieser. The $17 billion is the total on residential mortgages 
including the $9.6 billion in Government guaranteed and insur 
mortgages. 

Senator Busu. It is something in the order of $17 billion. 

I mention that because I want the record to show your authorit 
in talking about mortgages. You say you have historically oppose 
FNMA mortgages? 

Mr. Vieser. Yes. 

Senator Busn. Do you feel, at the present time, it would be well to 
abolish it? 

Mr. Vreser. We are in favor of the liquidation of FNMA. We 
feel that with flexible interest rates there is a definite market for every 
sound mortgage. There is only one possible excuse for FNMA, and 
that is to provide mortgage money to remote areas and for any 
minority groups. We believe that private enterprise, the lenders of 
the country, should be given an opportunity to work that out, and we 
presented a proposal here several weeks ago to this committee, called 
the voluntary home mortgage credit _— Legislation has been 
introduced to effect this proposal. e feel the private way is the 
better way. 

Senator Busu. Thank you very much. 

Senator Lenman. Your testimony on page 3 isn’t entirely clear to 
me. You say here— 

We would respectfully suggest that your committee carefully consider a provi- 
sion that as the construction of a project advances, bt it a group of single-family 
residences or a multifamily residence, the builder must submit an audited cost 
estimate or an affidavit of actual cost. In no case should the loan exceed a 


stipulated percentage of the actual cost. While this procedure would not be a 
cure-all, it would go a long way to eliminate the alleged abuses, 


and so forth, and then you go on in the next paragraph to say : 


It should be emphasized, however, that cost alone is not the sole factor which 
determines the value of a project. The economic value of a housing project 
is determined by a projection of the income which may be expected over a period 
of years. 
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In other words, in the first part of your testimony which I have 
read, you recommend that the mortgage be limited to a percentage 
of the actual cost. 

Mr. Vieser. That is so. 

Senator Leuman. In the second paragraph it seems you contra- 
dict that. 

Mr. Viesrr. We don’t mean to do so. We feel, for instance, in con- 
nection with a 90-percent loan, the loan should not exceed 90 percent 
of audited costs. However, we should not predicate value on cost 
alone. You have asked previous witnesses for this clarification. 

The Cuarrman. Will you yield there just a minute ? 

Mr. Vreser. Yes, sir. 

The Cuatrman. I agree with you, but don’t you think that even 
though there are other values that make the property worth much 
more than the cost, that the additional cost ought to remain in the 
corporation ¢ 

Mr. Vieser. That is right, the loan should not exceed that amount. 

The Cuarrman. And remain there as security against the pay- 
ment of the mortgage; don’t you agree with that ? 

Mr. Vrieser. Or reduce the mortgage. 

The Carman. You will agree with that, won’t you? 

Mr. Vieser. Yes, sir; we do. 

The Cuarmman. That has been my position here for the last 4 
or 5 days. 

Mr. Vriinie: In the second paragraph, however, we don’t want to 
limit the appraisal entirely to cost. 

The Cratrman. I said a minute ago to the witness ahead of you 
that that position made a lot of sense. I could well see it and under- 
stand it. But we shouldn’t let the corporation take the money and 
dividends and run away with them until such time as the mortgage 
is paid off which the Federal Government is guaranteeing. That is 
my position. 

Mr. MerepitH. You might have a case in which the cost would be 
greater than the economic value. 

The Cuarmman. Will you excuse me just a minute? I want to put 
something in the record. I have to go and Senator Bricker will 
preside, and you can go along as long as you care to. 

This is the third list furnished us today, a supplemental list of 
dealers subject to provisions of regulation 8, section 2, I believe it 
is—and that is a nice way of talking about the list of dealers who 
have been blacklisted by FHA. 

Mr. Greene calls our attention to the fact that you must keep in 
mind with regard to all these lists, the 2 that have gone into the 
record previously today and this 1, that these dealers who have 
been blacklisted, some of them may have been reinstated when they 
made restitution and corrected their mistakes, so we want the record 
to show that some of them may have been reinstated. But this is the 
latest list and it goes up between December 1 through April 21 of this 
year. (See appendix, p. 1905.) 

The Coamman. To show how widespread this violation of title I is, 
look at this. Here are nine full pages of dealers who have been denied 
the right to use FHA insurance for some violation of the law- or regu- 
lation, since December 1. 
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Senator Leuman. Who prepared this list 

The Cuamman. The FHA itself. 

Senator Leuman. Did the FHA give these dealers who are now 
being blacklisted a hearing ? 

The Cuamman. I cannot answer that. 

Senator Lenman. I wonder whether—I don’t want to get this into 
a McCarthy form of hearing where we bring in names without any 
specific proof of the allegations that have been made, 

The Cuamman. Let me say this, if you will remember when the 
Senator was present this morning, the witness wanted a supple- 
mental list, because the minute a dealer is placed on the blac Fist, 
every one of the some 8,000 bankers in the United States who are 
certified to make loans is notified. The list is sent to the 8,000 bankers, 
so there is nothing secret about it, it is public property. 
ne Leuman. You get a list of the dealers that have been black- 

isted ¢ 

Mr. Jewerr. Insurance companies would not. 

Mr. Vieser. We don’t get them. 

Senator Lenman. Mr. Chairman, I want to make it clear, if these 
lists are already a matter of public record I have no objection to in- 
cluding them in our record, but unless they are, I think we should 
give some thought to it. 

The Cuatmrman. Let me say this: We have placed in the record 
today, three lists of dealers who have been blacklisted by the FHA 
for some reason. As fast as the FHA blacklists a dealer they im- 
mediately sent the name to very banker in the United States who is 
authorized to insure title I loans and the list is made public, it is 
published and there isn’t anything secret about it at all. 

What we are doing here today is not making anything public 
that isn’t already public. It is amazing to me that here is, as I say, 
nine full pages since last December 1. 

Here is the law—it is a regulation which has the effect of law. 
We are a Nation, now, that is being run by regulations that have the 
effect of law, which I have been objecting to for 10 years since I have 
been in the Senate. 

If the insured has not approved the dealer as provided in section I (a) of 
this regulation or has reason to withdraw such approval the proceeds of the 
loan shall not be dispersed until the insured has verified all statements con- 
tained in— 
and so on and so forth. I'll not read the other, but that is the section, 
and these three lists we have put in today come under that category 
and there is nothing secret about it at all. 

We had a witness here this morning who had a later list than we 
put in the record. He had it in his pocket. He was from a savings 
bank, I think, in New York City. He testified that they received 
these lists—I don’t know whether he said every day or not. Mr. 
Greene is here. How often do you get the lists out, Mr. Greene? 

Mr. Greene. I beg your pardon. 

The Cuamman. You don’t refer to these people as being black- 
listed, how do you refer to it? 

Mr. Greene. It is a precautionary list. When a condition is found 
in the territory of a local office, the State director finds that out gen- 
erally first, calls the builder in and faces him with the facts. 

The Cuarrman. Do you mean the dealer? 
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Mr. Greene. The dealer. And if the difficulty is not corrected by 
the efforts of the local director, he will report it to the home office 
and suggest that that dealer be put on the precautionary list. 

The Cuamman. Which means that bankers are not to take any of 
his paper, is that it? 

Mr. Greene. No, they can take it and it can be insured but they are 
required to make extra examination through the transaction. 

nator Leuman. Would you repeat that, Mr. Greene, I didn’t 
hear that. 

Mr. Greene. They may take the paper even though the man is on 
the precautionary list but they are required to make a further exam- 
ination as to he work being done, the cost of it, and whether or not it 
meets all of our requirements. 

The CuatrmMan. In other words, these people are under suspicion, 
is that it? 

Mr. Greene. The effect of it though, Senator, I must say, when they 
are on the precautionary list, the banks do not make loans for them 
until they have cleaned it up. 

The CuatrmMan. You issue these lists how often ? 

Mr. Greene. No special time, I don’t believe. 

The Cuarman. They are public property ? 

Mr. Greene. We send them to everyone who is interested in making 
the title [loans. That is title I lending institutions. 

The Carman. They go to all the banks that are approved? 

Mr. Greene. That is right. 

Senator Lenman. Mr. Chairman, would it be agreeable to you 
that when you place these in the record, instead of designating these 
dealers as having been blacklisted, you designate the records which 
you are placing now in our records as “List of dealers subject to the 
provisions of regulation VIII, section 2.” 

The Cuarrman. I did that when I put them in the record. 

Senator Leaman. I think the term “black list” was used, not only 
now but on some other occasions. 

The Cuarrman. They were so referred to by some of the witnesses. 

Senator Lenman. I imagine these are a lot of little fellows work- 
ing in small towns, as I look over the list, and I just don’t want to 
take away the livelihood of these people by damning them unless they 
have had an opportunity to be heard. 

The Carman. I think you are 100 percent right except the Fed- 
eral Housing Authority has seen fit to put them on the list as unde- 
sirable and warned all the bankers in the United States to be cautious 
of them and check their transactions exceptionally carefully. I think 
under those circumstances this committee ought to know about it. 
We certainly ought to know about it. We certainly don’t want to 
do any harm to anybody. 

Senator Lenman. Since they are a matter of public property and 
have been circulated by the FHA, I withdraw my objection with the 
understanding that we do not characterize these people as being on 
a blacklist, due to a certain provision in the law. 

The Cuarrman. What else is that? It is a precautionary list, or 
a blacklist. 

Senator Bricker. Perhaps it should be termed a “gray list:” 

The Cuatrman. I don’t know how the term “blacklist” got in. 
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Senator Leuman. May I continue my questions? I am still not 
very clear on this. I agree and I have so stated on a number of 
occasions during these hearings that there should be a very definite 
relationship between the actual cost of a project and the mortgage 
that is issued. However, I still believe that the language of your 
second paragraph, while it may not describe your own feeling or your 
own views, does contradict the paragraph above it. You say, “The 
economic value of a house—it should be emphasized, however, that 
cost alone is not the sole factor which determines the value of a project. 
The economic value of a housing project is determined by a projection 
of the income which may be expected over a period of years. Good 
mortgage lending dictates reconciliation of economic value and actual 
cost. 

In reading that, I think, without an explanation, it would lead 
me to believe that you would superimpose upon the percentage allow- 
able—percentage of the ratio between a cost, the cost factor, and a 
mortgage—there would be superimposed another factor, due to the 
rental value of these properties. 

Mr. Vieser. I would like to clarify that and say that we believe that 
the mortgage should not exceed the stipulated percentage of cost, in 
that we are in agreement on audited costs. We say, however, we 
should not consider cost as value alone but you should consider eco- 
nomic value and we will go a step further at this point and say if 
the economic value is lower than cost, then it fm | be a stipulated 
percentage of the economic value. 

I would like to give an extreme case: You have a cost of $1 million. 
It may have an economic value of $1 million and a half, but the mort- 
gage should not exceed 90 percent of that million dollars cost. How- 
ever, let us take an extreme case which Bron” could not occur, and 
we construct a a pd at a $1 million cost in the center of a desert in 
Arizona. It would have no economic value. The economic value 
there might be as low as $100,000. Certainly we would not predicate 
a loan of 90 percent of that million dollars cost, because it would be 
economically unsound and therefore if the economic value, because 
of these extraneous conditions, is lower than the cost, you should not 
exceed the economic value. 

Senator Leuman. Do you know of any substantial number of proj- 
ects in which the cost actually exceeded the mortgages? 

Mr. Vieser. I know of no such cases myself, Senator. 

Senator Leuman. Some of the witnesses have testified that there 
are a considerable number of cases of that sort. 

Senator Bricker. If there are no further questions, we thank you 
very much. 

There will be a meeting tomorrow morning at 10 o’clock. The wit- 
ness will be Mr. Warren Olney, Assistant Attorney General in charge 
of the Criminal Division; also Mr. Walter L. Greene, Deputy Com- 
missioner, now retired, Federal Housing Administration; Le Grand 
W. Perce, Deputy Assistant Commissioner, Federal Housing Adminis- 
tration; Norman P. Mason, Acting Commissioner, Federal Housing 
Administration, and also Mr. Hollyday has asked to make a state- 
ment at this time ~vhich he will be permitted to do if he so desires. 

We will recess until tomorrow morning. 

(Whereupon, at 3:05 p. m., the hearing recessed to reconvene at 10 
a.m., Friday, April 23, 1954.) 
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HOUSING ACT OF 1954 
FHA Insurance Provisions 


FRIDAY, APRIL 23, 1954 


Untrep Srates SENATE, 
Commirrer on BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present : Senators Capehart, Payne, Goldwater, Frear, and Lehman. 

The Cuarrman. The committee will come to order. 

Our first witness will be Mr. Warren Olney, Assistant Attorney 
General in charge of the Criminal Division, Department of Justice. 

Mr. Olney, will you be sworn? Do you solemnly swear to tell the 
truth, the whole truth, and nothing but the truth, so help you God? 


TESTIMONY OF WARREN OLNEY, ASSISTANT ATTORNEY GENERAL, 
CRIMINAL DIVISION, DEPARTMENT OF JUSTICE 


Mr. Oxney. I do. 

The Cuarmman. You may be seated. Do you have a prepared state- 
ment, Mr. Olney ? 

Mr. Otnry. | have some prepared notes, Senator. 

The Cuatrman. Then why don’t you just proceed in your own way 
and possibly we will ask questions as you go along, if you don’t mind. 

Mr. Ounry. Beginning on last Monday, this committee has been 
making public inquiry into the manner in which the Federal Housing 
Administration has been conducting public business during the past 
decade or more. 

The testimony already taken has demonstrated that FHA, beginning 
with the close of World War II, has fostered a home improvement 
program, the so-called title I program, which rapidly became a means 
for organized groups and swindlers, thieves aa: crooked salesmen to 
cheat and defraud literally thousands of small-home owners. 

The testimony has also shown that during the same period, FHA 
also fostered a rental construction program, the so-called section 608 
program, which has enable unscrupulous promoters to pocket, at the 
expense of the public, hundreds of millions of dollars in the form 
of windfall profits. 

Although both these programs were developed by FHA under laws 
enacted by Congress, it is perfectly apparent that the results were 
never intended by Congress. The testimony taken before this com- 
mittee has also shown that as soon as the perverted results of these 
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two FHA programs were called to the attention of the Executive, 
President ioheme took immediate, drastic administrative action to 
correct the condition. r 

The development of this picture before the committee leads, natur- 
ally, to the question of the extent to which the criminal laws may have 
been violated and whether it is reasonable to expect that the deplorable 
conditions which have been revealed can be remedied by criminal 
prosecutions. 

I am grateful to the committee for this opportunity to appear on 
behalf of the Department of Justice to discuss the criminal aspects of 
this matter, as we see them. I intend to discuss, this morning, prin- 
cipally the criminal aspects of both title I aiad section 608 programs, 
discussing the techniques that appear to have been in general use in 
er and the several criminal statutes that might possibly be appli- 
cable. 

I shall also relate something of what the Department of Justice has 
already done in connection with this problem, and what it is in the 
process of doing. 

I am sure the committee will bear in mind that my treatment of 
this problem will not extend beyond its criminal aspects, and I shall 
make no attempt to discuss any of the broad and important economic 
considerations that are basic in the FHA concept. 

Addressing myself to the criminal aspects of the title I program, 
I want to begin, first, by enumerating some of the possible, applicable 
criminal laws that might be applied to the transactions conducted 
under title I. There is, first, section 1001, title 18, which is the gen- 
eral section of the Criminal Code, which makes it an offense to make 
false statements and file false statements with Government agencies. 

There is also a specialized section, section 1010 of title 18, which 
makes it a criminal offense to file false statements with a private lend- 
ing institution when it is known that those statements are to be utilized 
in FHA loans. 

There, of course, also are the general bribery statutes which might 
come in those cases where evidence is developed of collusion and par- 
- ope in some of these transactions on the part of any public 
official. 

There is also available in the legal arsenal, the conspiracy statute. 
It could be conspiracy to violate section 1010, for example, as a pos- 
sible means of attack. 

Now, it is important to note that in that list of applicable laws, 
there is no Federal law which makes the swindle perpetuated on the 
homeowner under title I a Federal crime. 

There is one other aspect of this matter—— 

The Cuarrman. You say it does not make it a Federal crime? 

Mr. Otney. It does not. It may be a violation of State law to 
cheat and defraud the homeowner. 

The CuarrmaNn. Is that an oversight or weakness in the law? 

Mr. Otney. No, sir, it is basic on the jurisdictional difference be- 
tween the Federal and State Governments. 

The Cuarrman. There is no way, then, that we can tighten the law 
to protect against that ? 

Mr. Otney. I doubt that. I doubt that that could be done. At 
any rate, the law does not now cover it. 
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There is another aspect of this matter which did exist until recently 
which is worth taking into consideration, and that is the investigative 
jurisdictions for offenses of this kind. 

The FBI, of course, has general jurisdiction to investigate most 
Federal offenses, and among these statutes I have enumerated, viola- 
tions of section 1001, for example, are in FBI jurisdiction. That is, 
if it is a false statement filed with the Government or with some Gov- 
ernment agency, it is a matter which the FBI investigates. 

But formerly, until a week or so ago, the jurisdiction to investigate 
section 1010 was not within FBI jurisdiction, but was cmuntibeted b 
the compliance section of FHA, itself. It is a special statute whic 
was particularly enacted for FHA, and not by law, but by custom, 
starting way back, as long ago as 1935. 

The Cuarrman. It isn’t quite clear to me what you mean. Do you 
mean FHA did their own investigating, rather than the FBI? 

Mr. Oxney. That is right. 

The Cuarmman. And for what reason, will you state again, please ¢ 

Mr. Otney. That is not founded on statute, but was established by 


custom as long ago as 1935. 
The Cuamman. Do you mean when the FHA law was enacted ? 


Mr. Otneyr. That is right. 

The purpose of it is to prevent interference by one investigative 
agency with another, and to avoid the complications of overlapping 
jurisdiction and the like. 

The Cuarrman. Are you saying, then, up until recently that FHA 
had complete 100-percent seepenability for their own compliance ? 

Mr. Otney. They had, I would say, 99 percent of the responsibility. 
They had the responsibility to investigate violations of section 1010. 

Now, for example, Senator, when, as occasionally happens, a de- 
frauded homeowner would complain to the United States attorney or 
to the FBI, that complaint would not be investigated by the FBI but 
would be referred by the FBI to FHA for investigation by their 
Compliance Division. 

There has been a continual reference of the complaints involved in 
title I by defrauded homeowners, by the FBI to FHA. 

The Cuarrman. Do you have any knowledge or records in the De- 
partment of Justice as to whether the FHA did or did not take action 
and investigate ? 

Mr. Otney. Yes; we do, of course. We have in the Department 
files the record, beginning in 1935, under which the understanding 
was reached between the Department of Justice on the one hand, and 
FHA on the other, as to this line of demarcation. 

The Cuatrman. 1935? 

Mr. Otney. That is when it began. 

The Cuarrman. And it carried through up until recently ? 

Mr. Otney. That is until Monday of this week. 

The Cuarmman. Until Monday of this week ? 

Mr. Ounry. That is right. I think that was the date. At any rate, 
it was the date the President took action on this thing. 

The Cuarrman. Up until the day the President took action? 

Mr. Oxtnery. Yes. 

The Cuarrman. Do you have any idea of how many hundreds or 
thousands or whatever it is, of complaints and violations have been 


44750—54—-pt. 3-19 









1586 HOUSING ACT OF 1954 


rot or turned in or uncovered? Any record of it at all, or any 
idea? 

Mr. Otney. We have no idea of the total number. We know that 
it runs into thousands. As I will proceed to relate when I get to the 
techniques that have been used, the techniques themselves—— 

The Cuamman. When you say “thousands,” you mean from the date 
of the law starting back in 1935? 

Mr, Otney. It would be a great many thousands starting then. I 
would say it would be thousands in a ron 

The Cuatmrman. Thousands a year? 

Mr. Otney. A year, of these things, at least. But, as you will see. 
one of the techniques that is used is to involve the victim in some kind 
of illegal action, himself, which cuts down the number of complaints 
very materially. It is one of the oldest tricks in the bunko racket, and 
it has been used very extensively here. 

The Cuarmrman. You are going to describe it to us? 

Mr. Otney. Yes; I am. 

The Cuarmman. Thank you. 

Mr. Ouney. I wanted to mention these statutes, and how these mat- 
ters have been investigated in the past. 

The CuarrmMan. Let me review that again because I think poe are 
touching on something we are going to have to give some consideration 
to in this committee in writing this new law. 

You say that up until the day the President took action, which was 
a week ago, I think, last Monday, that by an arrangement between the 
Department of Justice and FHA, FHA handled all their own com- 
pliance cases and the Department of Justice and the FBI didn’t touch 
any of them? 

r. Otney. The FBI did not, Senator. The Department of Jus- 
tice prosecutes them all through the Criminal Division. 

The Cuarrman. Prosecuted them when FHA asked you to do so? 

Mr. Otney. That is right. 

The Cuarrman. But FBI had nothing to do with them at all, under 
this arrangement. 

Mr. Otneyr. No, sir. 

The Cuarrman. And did you say you did or did not think that we 
can correct the law to permit FBI to handle them instead of FHA ? 

Mr. Otney. Senator, the correction has already been made. It 
doesn’t take the law. 

one Cuarrman. The correction was made by Executive order; is 
that right? 

Mr. Oxney. That is right. Mr. Cole wrote a letter requesting that 
the FBI assume that jurisdiction and the Attorney General directed 
them to do so, and as of this time, the FBI does assume jurisdiction 
to investigate section 1010, as well as section 1001, and any other case 
that involves fraud against the United States in any of these agencies. 

The Cuarrman. Would you know why FHA officials over the years, 
knowing there were thousands of these cases each year as you have just 
testified, would permit that situation to exist ? What was the purpose ? 


They have testified here that they didn’t have enough people to do it. 
If they didn’t have sufficient people to do it, then why didn’t they ask 
the FBI to do it? 

Mr. Otney. When this arrangement was first set up, there were no 
such numbers of cases as we have had in later years. I am satisfied 
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of that. It was not an arrangement arrived at in the face of this 
condition. Rather, the condition may have resulted in some part from 
the exclusion of an adequate investigating force from this field. 

The Cuarmman. In other words, it may have built up because these 
people knew there was no method of catching them; is that what you 
are saying ¢ 

Mr. Otney. Well, I think that had a great deai to do with it; yes, 

The Cuarmman. You are going to give us the pattern of how they 
do it? 

Mr. Ounry. Yes; Iam. The techniques that have been used under 
this statute. This requires some discussion of the details of transac- 
tions under title I. 

Under the provisions of title I, section 2, of the National Housing 
Act, the Federal Housing Administrator was authorized to insure 
approved lending institutions inst loss which they may sustain 
as a result of loans or advances of credit made by them for the purpose 
of financing the cost of repairing and modernizing homes, commercial 
and industrial property. 

The original section of the act has been subsequently reenacted and 
amended. It was a part of the plan to assist in the general improve- 
ment of the economic factor of the country which reached a low ebb 
in the 1930’s. In its early life it was destined to afford employment in 
the construction and modernization industry. 

In the post-World War II years the plan contributed to the relief 
of the housing shortage by the conversion and modernization of sub- 
normal and limited capacity housing but it should be noted that from 
the inception of the program through April 1953, over $6 billion in 
loans were insured by FHA under the authority of title I, section 2. 
Now, the regulations promulgated under the act provided for insur- 
ance, under FHA, of the lending institutions against losses they might 
incur on loans made in conformance with the regulations, up to 10 
percent of the aggregate net amount advanced by the insured institu- 
tion. 

The FHA on this plan, and according to its regulations, insures the 
lending institutions and not the loan. That is of some importance 
because it relates to where the documents, if there are false documents 
that are filed, may be filed. 

The CHamman, Now, say that again. It insures the lending 
agency-—— 

Mr. Ouney, It insures the lending institution and not the loan. 

The CHatrman, In other words, it insures the bank and not the 
specific loan ? 

Mr. Otney. That is right. 

Now, the regulations specify the type of improvement for which the 
loans may be used and they set forth precautionary rules for the lend- 
ing institutions, guidance in eranting lnm, and purchasing obliga- 
tions. The lending institutions must be FHA approved and the hold- 
ers of the contract of insurance with the FHA. The contracts are 
gaat automatically to certain institutions such as members of the 

ederal Reserve System and banks insured by the FDIC, and so forth. 
Other lending institutions may qualify by application. The contract 
may be terminated on short notice—5 days—if the institution among 
other things is not exercising proper judgment or not exercising normal 
care in selecting those from whom it purchases paper. 
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According to the advice of qualified lending institutions, the ratio 
of losses over the years has been low enough to be effectively covered 
by the authorized insurance reserve. 

Now, those things are important, because it shows the actual contro] 
which FHA has always had over the lending institutions. They can 
crack down on them and shut off undesirable practices any time they 
want to do so. 

Concern has arisen principally in this field in the purchase of paper 
from dealers by authorized lending institutions. 

The difficulty has not arisen primarily with the case of the home- 
owner who goes himself, in person, to a bank or loaning institution 
and makes his own arrangements for the loan. 

The Cuatrman. You say that has not been the trouble where the 
individual made his own loan, and made his own deals? 

Mr. Otney. No,sir. The trouble has been almost entirely with these 
dealers who make the deal with the homeowner and bring the paper 
to the lending institution and get money for the — there. 

The Cuarrman. In other words, where the dealer enters the home 
and makes the arrangement and then takes the paper to the bank 
and handles the whole business. 

Mr. Otney. Yes. 

The Cuarmman. Where the homeowner, of his own accord, goes 
to the bank, borrows the money and see oe to spend it with whom- 
ever he er to, and on what basis, that is the least of the problems, 
is that it 

Mr. Otney. Yes. I think in those respects the program has worked 
without fraud. 

The Cuamman. That is based upon the thousands or hundreds of 
cases that the Department of Justice has handled. Is that your basis 
for that statement ? 

Mr. Otney. Yes, sir. The basis for that statement is, Senator, 
we have not had one single criminal complaint involving fraud, to 
my knowledge, where the homeowner himself went direct to the insti- 
tution and made his own loan. 

The Cuarmman. That is the basis for your statement? 

Mr. Otney. That is right. We have had a great many complaints 
about these deals. 

Mr. Cossack, my assistant, tells me that I am mistaken in making 
such a categorical statement, that there have been a few cases for 
homeowners, but certainly they are negligible in comparison with 
the number of complaints that have arisen from dealers. 

Senator Lenman. When you talk about the arrangements being 
made directly by the homeowner with the bank, I assume you do 
not refer to direct loans by the banks but loans made under title I? 

Mr. Otney. Yes; that is what I am referring to. 

Senator Lenman. You say that in many complaints of fraud in 
connection with loans made in negotiations between the dealer and 
the banks, do those oe of fraud relate also to any banks? 

Mr. Otnzy. They relate primarily to the dealers, Senator, but in 
later years there has been an increasing number of complaints and 
rumors that officials in the banks were themselves involved in some 
of these frauds. There have been rumors, for example, that the FHA 
man in certain lending institutions was getting $50 from one of these 
dealers for every one of those deals he approved. 
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There have been at least 1 or 2 instances in which that fact has 
been ascertained. However, there is more rumor and less fact con- 
nected with that. 

Senator Lenman. When you get those complaints—which are not 
sufficiently developed for the Justice Department to take action, it- 
self—do you report the matter to the superintendent of banking of 
the State in which the fraud is alleged to have taken place, or to the 
Federal Reserve Board in the event it is a Federal bank? 

Mr. Orney. Senator these things have usually come to our atten- 
tion after action has —— been taken by some other 8p ropriate 
agency. Sometimes the bank has gotten onto the fact, itself, and has 
fired a man.- Sometimes there have been local prosecutions for fraud, 
in which the bank man may have been named as a party. 

That is the way in which we have usually learned of these things. 

To continue, the liberality of the regulations very early in the 
program invited abuses by unscrupulous buyers and dealers. The 
incentive to curb these abuses was somewhat diminished by the insur- 
ance provision and the low loss rate, as well as the absence of regu- 
lations requiring investigation into the transactions. 

After World War II, shortage of materials, as well as the need for 
more adequate housing and improvement of the existing dwellings, 
brought on the scene an army of unscrupulous dealers and salesmen 
to take advantage of the soft pickings. 

The Cuarrman. That was right after the war? 

Mr. Outney. Yes; it was. 

Now, large numbers of so-called dealers in roofing and siding and 
their salesmen through deceitful ruses obtained modernization con- 
tracts to be financed by title I loans. Subsequently, the field was 
extended to fire-detection devices, water softeners, furnaces, house 
painting, garbage disposals, patios, house insulation, venetian blinds, 
and even barbecue pits. 

Along with the avarice dealers there arose a band of high-powered 
salesmen replete with Cadillacs and fancy dress, often operating as 
independent contractors and known in the profession as ieoanaine, 
because of their high-pressure sales ability, or suede-shoe business 
because of their fancy dress. 

Although this appears that shady dealers were responsible to a 
large degree for the corrupt practices in this field, the work of these 
dynamiters is spectacular and most effective in the field of selling 
shoddy and incomplete jobs at exorbitant prices through deceit. 
These dynamiters operate with invasion tactics. They have advance 
men or canvassers who proceed to search out likely prospects and 
soften them up for sale. The advance man introduced the dynamiters 
as our vice president from Chicago, or other equally high-sounding 
terms. The dynamiter approaches, usually fronted by his Cadillac, 
with smooth manner and expensive dress. He is a master of persist- 
ency and cajolery and the victim finds that he has signed a contract 
and note and often a completion certificate for a modernization job 
at excessively high prices even before the job is started. 

Senator Frear. Do you mind being interrupted as you go along? 

Mr. Otnry. No, not at all, sir. 

Senator Frear. Is this last reference you have been talking about 
strictly title I. 

Mr. Otyey. This is title I, strictly. 
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Senator Frear. In 1946 or 1947, immediately after the conclusion 
of the war, in a statement just a short while ago, I. believe, you said 
that these highjackers or dynamiters went out selling people on the 
idea that they should remodel and mostly those who were guilty were 
the dealers in siding and roofing and so forth. 

Was there an ample supply of those materials that necessitated those 
people going out and doing that? It seems to me there was a shortage 
of materials about that time. 

Mr. Outney. Well, I think there was a shortage of materials at that 
time, and I don’t believe that these people were in that field to fill any 
economic need. They were in there because, as swindlers and high- 
binders, they discovered a soft place. ; 

Senator Frear. In other words, I sup in getting $100 a thousand 
for siding, through this means they could get $200. 

Mr. Ounery. Oh, yes, they sold for 2 or 3 times what it cost. 

Senator Frear. Then it was a matter of getting more for the prod- 
uct through that means than they could through the ordinary sales 
channel ? 

Mr. Otner. Exactly. The competition of these racketeers has been 
almost ruinous to legitimate dealers. They have great cause to com- 
plain that they have been subjected to this type of racketeering and 
competition. 

Senator Frear. Was this pretty universal or were these highjackers 
centralized ¢ 

Mr. Oxney. It is surprisingly widespread. As I intended to relate, 
later, we first became aware of this on the west coast and thought that 
it might be local, and had a survey made which showed that it is not 
confined to any one or a few even, of the FHA regions, but it has been 
widespread in nearly all parts of the country. 

Senator Frear. Did you first become aware of it about that time, 
1946 or 1947? 

Mr. Oxney. No, sir, I did not become aware of the thing until late 
in the spring of last year. 

Senator Frear. en did FHA become aware of it? 

Mr. O.nry. That would be very hard to say, but it seems to me in- 
credible that the FHA—take the FHA Director of title I, that he did 
not know of this from the beginning. 

Senator Frear. In other words, you think he did? 

Mr. Oxney. It seems almost unbelievable to me that he could not 
have. I can’t say that he did. 

Senator Frear. If he knew about it, why was it permitted to go on? 

Mr. Otney. He must have known about it or he should have known 
about it. 

The Cuamman. You say it has been going on for years? 

Mr. Ouney. Indeed it has. 

Senator Frear. I think I asked the question—I am sure you didn’t 
try to avoid it—if he knew about it, why didn’t he stop it? 

Mr. Oxney. Well, Senator, of course, I can only speculate as to the 
motivation there, but I can say this about the kind of reasoning that 
we have heard from FHA officials on this program. They take the 
position that they are not a public-service agency. They take the 
position that they are a are agency. They think of themselves 
as a bank. They frequently describe themselves as being in 


nership with the promoter and with the contractor and with the 
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lending institution. They conceive that they have no responsibility 
for the victim of these swindles; they think that so long as the papers 
are regular on their face, so long as there is no resulting loss to the 
Government, that they can wash their hands of all responsibility for 
what has been going on. 

Senator Frear. Do you think that they help to stimulate the flow 
of these “highjackers” into the public market ? 

Mr. Ouney. Ungestionably the program did. The whole thing 
couldn’t have been done without the program. 

The Cuarrman. I would like to say I think the witness testified 
before you came in, Senator Frear—you and Senator Lehman and 
possibly Senator Payne—that up until Monday when the President 
took action, the understanding Leseate FHA and the Department 
of Justice and FBI was that FHA was to do all its own policing. 
That the FBI had no jurisdiction, or at least did nothing about it 
up until that time, and that condition existed from the beginning 
of the law back in January 1935 up until 2 weeks ago next Monday. 

Did I properly state your position ? 

Mr. Otney. Yes, sir. 

Now, I want to say this about the efforts that FHA did take. 
They did go through some motions that looked like a cure for this 
condition. 

For example, they had what they called a precautionary list that 
was intended to be a blacklist. “Hot” salesmen, bad companies, and 
things of that sort would get on that list. 

The Cuarrman. They would send that out to the banks? 

Mr. Otnry. That would go to the lending institutions. 

The Cuarrman. That is the list we put in the record here, on yes- 
terday. 

Mr. Owner. That is supposed to be a warning. But the thing is 
just as simple to circumvent as can be. All the salesman had to do 
was to change the name under which he operates, and they did that 
regularly and systematically. Some of them made arrangements 
so that they wailld change their names every 10 days or every 2 weeks, 
something of that sort, under which these deals were handled. 

The Cuarrman. This is still title I you are talking about? 

Mr. Otney. This is still title I. 

The Cuatrman. Furthermore, there have been notorious companies 
that did not get on the precautionary list, and no one explained why 
they did not. There is one company out on the west coast which 
is presently under investigation. One of the worst in the country, 
in the field. For a long period it did not get on the precautionary 
list—notwithstanding that the San Diego office of FHA had recom- 
mended they be put on the list. So that the list, although it exists, 
has never been effective in controlling this. 

Senator Frear. It would be impossible to keep it up to date accord- 
ing to what you have said. 

Mr. Oxney. Well, it virtually is. 

Senator Frear. Did the FHA submit to the Department of Justice 
any violation—in other words, Senator Capehart has just said that 
up until 2 weeks ago or whenever the notice was made, that the 
policing. was all done by FHA—did they at any time submit to the 

epartment of Justice violations. that occ under title I? 
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Mr. Otney. Yes; they did. Some. 

The Cuatrman. Would they submit them to you only when they 
were ready to prosecute, was that it, when they wanted them prose- 
cuted ? 

Mr. Oxney. That is right. 

The Cuarrman. Because under the law you do all the prosecution 
for FHA? 

Mr. Otney. That is right. 

The Cuarmman. They do all the investigation and their own polic- 
ing, but you do the prosecution ? 

Mr. Oxney. That is correct. 

But let me explain the kind of violation that occurs and that was 
submitted. The FHA jurisdiction is on this section 1010, which in- 
volves—makes it a criminal offense to submit false statements to a 
private lending institution when they know it is going to be used 
to get FHA insurance. That is the gist of the thing. 

There were very few cases of that kind submitted by FHA, because 
there were very few complaints made to the Federal Government 
about it, for this reason, that to come under that section there has 
to be some kind of a document—maybe the application, maybe the 
statement that there has been a downpayment on the loan, or the 
certificate of completion or some other statement, which is false. 
Now, those statements are almost invariably signed by the victim. 
The bunko man comes in, he sells them a bill of goods on this thing, 
he gets them to make out papers. Deliberately they will have him 
represent in the application that a downpayment has been made when 
it has not. And it is the victim who signs that thing, so that when it 
comes to spelling out who is guilty of a criminal offense under that 
1010 section you start off with the sucker, himself, as being the fellow 
who violated the law by signing the statement which was filed that 
is alleged to be false. So with that kind of thing very obviously you 
don’t get very many people who come in and complain. 

I want’ to say that this has developed, too, in these cases: These 
bunko men are well aware of the vulnerability of the people whom 
they have swindled and where there are complaints made and the 
victim gets restless, there has been case after case of threats that they 
will have the victim prosecuted, that they will only be getting them- 
selves into trouble, pointing out the false statement that the victim 
himself signed on the thing, and complaints have been kept to almost 
a minimum for that reason. 

And one of the reasons that the Department of Justice didn’t catch 
onto this thing sooner, and that those of us who were new there did 
not become aware of this quickly is because of the small number of 
complaints the Federal agencies get. But if you go to the State 

overnments, the police, and the r business bureaus, there are 
— fee of complaints by poor people who have been swindled on 
this deal. 

Senator Frear. Has this come through rules and regulations of the 
FHA—what I am trying to secure there is this, were we lax here, in 
writing the FHA law? Should we have been more restrictive not 
only in title I loans but in other loans where insurance is guaranteed 
by the Government? Most of this has been done, or not, through 
rules and regulations of the FHA. 
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Mr. Otney. Yes, sir; most of it has been done through rules and 
regulations. The statutes are very general and very broad. It is a 
loose statute. It is a great grant of authority and it is supposed to be 
administered under the regulations that are set up by FHA itself. 

Senator Frear. We have had testimony, as you perhaps know, 
before this committee—witnesses since we have started here—stating 
that they would recommend no change in the law. 

Mr. Oxnny. Well, I think you are getting me beyond what. is really 
my field where I am competent to speak, 

Now, it depends upon what the objectives of the law are. There 
are certainly very serious abuses that have resulted here. They are, 
however, abuses that could be corrected within the present law, if we 
had an administrative agency that had any sense of roapemenaty 
toward the victims of these swindles. They could perfectly well 
control the thing under the present law. 

The Cuamman. You say if we had administrative officials that had 
responsibility toward the victims ? 

Mr. Oxney. Yes. 

The Cuarmman. In other words, in your conferences with these FHA 
officials—how long have you been in this position ? 

Mr. Otney. Only since February 1953. 

The Cuarrman. And, of course, prior to that time, back to 1935, 
we would have to call the gentleman who was in charge of the same 
department you are now in charge of to get what happened durin 
that period. But are you saying in your conferences with FHA 
officials and those responsible, that they took the attitude that they had 
no responsibility to the victim who was fleeced ? 

Mr. Ouney. They have said that in writing, in public, and every- 
where else. They don’t put it so baldly as that, Senator, but that is 
what it adds up to. 

The CuarrMan. Very simply, it is an insurance agency and it is up 
to somebody else to look after these details? 

Mr. Outney. Yes. They concede an incidental concern that there 
are bad people who have gotten in the business. They know it gives 
the thing a bad name and a bad odor, and they don’t like that, of course, 
but they have shown no indication of picturing themselves as public 
servants in the sense that any ordinary Government official pictures 
himself. 

The Cuarman. Is it your thought, then, that every FHA Com- 
missioner, beginning back in 1935, had he cared to take disciplinary 
action and hit it hard and called it to the attention of the Congress 
and faced the issue, that he could have eliminated a great majority 
of it at any time he wanted to? 

Mr. Ouney. I think he could have eliminated it without even going 
to Congress. Just under their own regulations, by tightening up on 
the lending institutions and making them responsible for the paper, 
the kind of transactions upon which they accept the paper. The 
lending institutions were more or less indifferent to it, because the 
FHA wouldn’t move, no matter how queer the stuff was. 

Senator Payne. That might have been effective had there been a 
provision in the law requirmg the bank official who negotiated with 
the individual, to state that this was signed in his presence or at the 
bank, for instance. You indicated that the great bulk of the cases 
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were those eases where they did the business, practically, with the 
dealer, and then the dealer took the paper down to the bank and did 
the rest of it. 

Mr. Otney. That is right. What was going on was that these 
teams of bunko men would come out to a man’s house. The whole 
transaction takes place right there and everything is signed up, there. 
Then they take the paper down to some lending institution, and some 
of these lending institutions got very greedy about this stuff, trying to 
buy this paper. For example, there is a lending institution in Brook- 
lyn that went so far as to go all the way down to Alabama to buy up 
this title I paper that they had down there. 

Senator Frear. What would be the advantage in their going out 
and buying that up, if I may ask that question ? 

Mr. Otner. Now, ngeia TT am getting a little off my field, but I am 
told that the reason lending institutions like this deal is that when 
you figure out the true rate of interest that is on this thing, it is over 
9 percent interest that they get on that title I stuff. 

Natt that is an awfully good rate of interest. In fact, at the time 
this law was enacted, there were serious misgivings about it, and some 
shock expressed in Congress, as I understand, at the high rate of 
interest that actually results. There is money in it. 

Senator Lenman. May I ask a question? 

Senator Frear. I didn’t want to get in on Senator Payne’s question- 
ing. I am sorry. 

nator Lenman. Mr. Olney, under the present law, a loan can be 
negotiated with the bank, either by the homeowner or by the dealer. 
That is a fact, is it not? 

Mr. Otney. Yes, sir. 

Senator Leuman. You have testified here today that in the case of 
the homeowners negotiating directly with the bank, there have been 
few, if any, claims of fraud, whereas in the case of the dealers taking 
or et to the bank, there have been a vast number of claims? 

r. Orngy. That is right. 

Bi ner? stall eae ane being the as aren you fas there “wee 
a very cause for amending the law in that compelli 
the banks to deal only with sie honheosndse rather than with the 
dealers, and in that way eliminate a great percentage of the fraud 
which you have already outlined? trl 

Mr. Orney. I can only say that a statute which would accomplish 
that result would certainly eliminate the major part of the fraud. — 

Senator Leuman. So that would be a useful amendment to this act? 

Mr. Otney. I would think'so. 

Senator Lenman. Let me ask you one more question: You testified 
that the eee of Justice became aware of this situation only 
quite recently ¢ 

Mr. Oxney. Yes, sir. 

Senator Lenman. I don’t remember whether it was in 1953 or 1952. 

Mr. Otney. 1952. 

Senator Leaman. Who brought this to your attention? 

Mr. Otney. It was not brought as a pac problem at all. I 
have been in close touch with local and State district attorneys and 

their organizations. My background is in State government, not in 
the Federal Government. My previous experience in law enforce- 
ment was in State government. 
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I have found that with those that I knew, they were reporting to 
me, not by way of complaint, but by way of incidental information 
that they were having an enormous number of swindles in the home 
ere field. 

Yow, they didn’t relate that to FHA. They only reported it as a 
field in which there was a brand new growth of bunko rackets that 
they were having to contend with. I heard a lot about that. 

Then, the first conception that FHA, itself, had played any part in 
this thing, came to me from articles that came out in the San Fran- 
cisco newspapers, and information that was brought to me by one of 
the San Francisco newspaper reporters who had gone into the thing 
far enough to have some conceptions of what this operation was in 
that area, 

He put me in touch with his sources of information, and it gave 
a picture of this sort of thing. Now, there was no way for any of 
us to tell from that how widespread this thing was, whether the con- 
dition that seemed to be documented and reported in that area was 
typical of the country as a whole or not. e couldn’t ask FHA to 
do it. 

Their manpower is altogether too small for such a thing, but the 
thing that was of interest to me was that the hoodlum, the racketeer, 
the bunko man, these professional fellows who go into the swindling 
game from one thing to another—first they are in insurance and then 
they are selling hot oil leases and things of that kind—they have con- 
gregated in this home-improvement field. It became a matter of in- 
telligence, of the criminal intelligence, to determine why they were 
now appearing in that particular field. That was the reason we felt 
justified in asking FBI to make a survey of what the condition was in 
this home-improvement field all over the country. We did not ask 
them to investigate particular cases. We asked them to find out the 
kind of complaints that were being made, the kind of complaints of 
swindles and frauds that were being received in district attorneys’ 
offices, in better business bureaus and agencies of that kind that are 
close to the victims of fraud and swindle. 

They conducted a nationwide survey of that kind. It is on the 
basis of that survey that I am able to describe here in some detail 
the techniques that have been generally used in this thing. 

From that survey, it became plain that this was widespread, that 
the details of how it was operated became clear and also at the same 
time it became perfectly apparent that the thing could be shut off if 
effective action was taken by FHA, without the necessity of the very 
expensive and laborious process of trying to track down individuai 
bunko men for criminal prosecution. 

Senator Lenman. Do you recall the date on which you asked the 
FBI to make that survey ? 

Mr. Oxney. It was in July of 1953, sir. 

Senator Lenman. When did they complete that? 

Mr. Otnery. The reports, of course, came in somewhat piecemeal. 
It was about September before that survey was completed. And then, 
of course, what we had was a mass of reports from all over the country 
that had to be read and analyzed and understood, to get significance 
out of them. , 

Senator Leuman. Was that report made to you, or the FHA, or 
both, that report of the survey ¢ 
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Mr. Otnry. The Criminal Division only. 

Senator Lenman. Have you taken any action under that, the Justice 
Department ? 

Mr. Otney. Yes, sir. 

Senator Lenman. Have you prosecuted ? 

Mr. Otnery. Well, what we did, sir—we prosecuted wherever we 
could prosecute. We have diligently followed. up with criminal action 
in all cases in which we could. As I want to point out, when I get 
through describing what these techniques are, you will readily see 
that there are many of these cases in which there is no applicable Fed- 
= law under which wecan move. But we have taken other action, as 
well. 

One of the things we have done is to get the investigative jurisdic- 
a transferred, and we are dealing with as many of these cases as we 

ave. 

The Crarrman. I think, in all fairness, we should say the banks 
have a lot of responsibility, as well as FHA, because FHA deals exclu- 
sively with the banks, or the lender. They don’t know who the dealers 
are. They don’t know who these salesmen are. The only action they 
could have taken—one of the actions they could have taken, of course, 
was to cancel the right of these banks to grant such loans, that were 
handling this sort of paper from this type of salesman that you just 
described. They didn’t seem to take any action. 

At this time, without objection, I want to place into the record the 
list of items or categories of items that the FHA, over a period of 
years, beginning with the advent of the law in 1935, has approved for 
financing. I will just read a few of them, which gives you some idea 
of how these salesmen can operate. 

For example, air conditioning. Now, do you think it was ever the 
intention of this Congress that air conditioning would be a home 
improvement or a home repair? 

Television antennas. Not television or radio, but antennas. Would 
you call antennas an improvement ? 

You can go on down here, awings—I will put this in the record in 
a minute. The reason it is in the shape that it is, here, is because we 
cut off the names of the manufacturers over here, for the reason that— 
the way they have been working this thing, a manufacturer will come 
in and get his product approved That is the ges Like the first 
fellow came in and got air conditioning approved. Well, that doesn’t 
mean that his product is guaranteed exclusively; it means all air 
conditioning, but his name appeared over here. The first fellow to 
get television antennas, his name was here, so we cut it off on the basis 
that it had no place in this hearing. We would be advertising one 
firm when all the rest of them were able to get the benefit of the 
business. 

Awnings are in here, air conditioning, bathtubs, blinds, blowers, 
boilers, bookcases, barbecue pits, burglar alarms, burglar bars—I don’t 
know what that is—bins, farm, grain; corncribs; brooders, chicken ; 

Is—I would say that would be good—curbing; cabinets, 
kitchen ; cisterns; closets; driveways; drains; dumbwaiters; garbage 
disposals; and door controls. Automatic door controls for garages. 

Do: ou think it was ever the intention of this Congress that a man 
should have an automatic control on his garage, so he could drive up 
and the door could automatically open? 
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° Electric light fixtures; elevators; escalators; electric lines; electric 

Ace ' plants; fire doors; fireplaces; fences; filters; fire-alarm systems; 
' greenhouses; gates—— 

We could go on down the line. I am just trying to name items that 

? I don’t think it was ever the intention of the Congress to finance. 


“ : Shutters, and so forth. Well, I will not take up any more time, but if 
ion there is no objection, we will place this list in the record. Here is one 
zet list of barns, poultry houses, silos, utility buildings and hog houses and 
4 toolsheds. That comes under the act, under the farm procedure, 
ad - (The list referred to follows :) 
“4 | _ Air conditioning Electric light fixtures 
5 } Abutments Elevators 
1C- i Additions to structures Escalators 
we 3 Airstats Electric lines 
Aleoves Electric plants 
k i Arches Draft controls and dampers, automatic 
KS “ Aquastats Facades 
u- Awnings Fans 
rs Banisters Fire doors 
ey i Basements Fireplaces 
ve Basins Fire retardants 
se, Bathtubs Flourescent lighting 
re Blinds, venetian Frames, window 
st Blowers, furnace Flower boxes 
Boilers Flues 
i Bookcases, built-in Foundations 
e Burners, furnace (oil or gas) Fences 
of Barbecue pits Filters, air 
or Barn Fire alarm systems 
18, Brooders, chicken (structure proper ) Fire escapes 
: Burglar alarms Flooring 
Burglar bars Furnaces 
1e Bathroom Gables 
1e Bathtub enclosures Garbage disposers 
Bins, farm grain Gas heating systems 
| Corn crib, grain Gaslines (from existing structure to 
d Canopies main line) 
Casements, window, etc. Gasmeters 
n Cellars Girders 
e Cesspools Grates, furnace 
; Chimneys Guardrails 
Pm : Chutes, coal Grading 
e j Closets, broom and clothes Gutters 
t } Closets, water Greenhouses 
Cornices Gates 
Cubicles Generators, electric 
r Cupboards Hallways 
oO Curbing Hearths 
8 Cabinets, kitchen Heating systems 
e Carports Heat control devices 
Canopy Hardware 
€ Churches Hangars, airplane 
‘ Cisterns Heat and fuel saving devices 
i: Closet Heaters 
t Dados Insulation 
Driveways Ironing boards, built-in 
> Drains Incinerators 
5 ' Drainage systems Interceptors (grease) 
% Drilling, well water Jalousies 
| Ducts, cooling and heating Kennels 
: Dumbwaiters Lacquering 
i Disposers, garbage Landscaping 
) : Door controls, automatic (for garages) Lathing 
Doors Lattice work 
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Lavatories 
Lighting systems 
Linoleum, cemented 
Lockers, storage 
Laundry chutes 
Lumber 

Lighting fixtures 
Lightning rods 
Mail receivers 
Mains, water 
Marquee 
Medicine cabinets 
Mirrors 
Moulding 

Meters, electric and gas 
Masonry 
Moisture vents 
Nooks, breakfast 
Gil burners 
Outlets, electric 
Painting 
Pantries 
Papering 
Partitions 
Penthouses 

Piers 

Piles 

Pillars 

Piping 

Plastering 
Porches 

Pumps, water 
Paneling 

Paving 

Plumbing fixtures 
Photo murals 
Poultry houses 
Pumps 

Railings 
Registers, heat 
Reservoirs 
Revolving doors 
Rheostats 
Radiators (for heating systems) 
Radiator covers 


Storm doors and windows 

Struts 

Stuccoing 

Studding 

Swimming pools 

Septic tanks 

Service station, auto 

Sewer lines (from existing structure to 
main sewer) 


Shelter, cyclone and bomb 
Sprinkling systems 
Lawn) 
(Roof) 

Shutters 

Silos 

Siding and Shingles 

Structures, new (types) : 

Barns 

Poultry houses 

Silos 

Utility buildings 

Bunkhouses for itinerate farm 
labor 

Office buildings 

Bathhouses 

Wayside stands 

Garages 

Brooder houses 

Hog houses 

Tool sheds 

Greenhouses 

Commercial structures 

Tourist cabins 

Hotels 

Motels 

Dairy buildings 

Gasoline stations 

Granaries 

Industrial buildings 

Livery stables 

Stores 

Schools 

Warehouses 

Milkhouses 

Service buildings 

Smokehouses 

Stables 

Stall and stanchions (for barn) 

Steam cleaning (of exterior brick 

surface) 

Sterilizer, water 

Silos 

Sinks 

Sink combinations 

Stairs 

Stands 

Stokers 

Structures, prefabricated 

Swimming pools 

Tennis courts 

Tiling 

Tree surgery 

Tanks, fuel storage 

Television antennae 

Systems (apartment house, hotel, motel, 

hospital) 

Termite control measures (replacement 
of damaged structural parts, poison- 
ing of structural parts, poisoning 
of soil, separation of wood parts 
of structure from earth) 

Vaults 

Venetian blinds 

Vents , 

Ventilation systems 
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Verandas Wind mills 

Vestibules Wiring, electric 
Ventilating fans, attic Water filters 

Valve, flood control Water heaters 
Ventilators, kitchen Water purifiers 

Walks Water softeners 

Walls Chlorinators 

Water towers Economizers 

Water wells Waterproofing materials 
Water systems Windows 


Senator Leuman. For example, in New York City if there is a 
complaint alleging fraud, is the duty to investigate and prosecute 
that of the State courts or the Department of Justice, under the 
FHA Act? 

Mr. Otney. This statute gives no State agency the authority to 
prosecute criminally. The essential feature of this title I operation 
about which complaint is made is the swindling which is perpetrated 
on the homeowner. That swindle is not the subject of Federal law. 
There is no Federal law that clearly applies to that as a swindle 
and a fraud. 

It is local State law that applies to it. The local government, the 
State government, does have jurisdiction to prosecute these cases as 
fraud cases, just like any other bunko racket, and they have that 
legal authority. But let me make it clear that it is not their fault 
that they have not done that successfully in these cases for the reason 
that these traveling groups of hot salesmen move from place to place. 
They come in like a swarm of locusts and will just go through a com- 
munity selling all this stuff, and they move on. Now, it takes time 
for those people who have been stuck with these deals to find that 
out, if they are on the short end of one of these affairs. 

And by the time they go to the local police and the local district at- 
torney, these fellows have moved on. They have gotten their money 
from the lending institution when they get the completion certificates 
and they are on their way, and it is an impossible thing to expect 
the States to try to stop this racket by fraud prosecution. And it is 
unreasonable to expect them to do it when the thing is being under- 
written by an agency of the Federal Government. 

Senator Frear. Mr. Chairman, may I ask a question along that 
same line? 

The Cuamman. Senator Frear. 

Senator Frear. I think you said you were interested in State crim- 
inal prosecution before you came here, that that was your background. 

Mr. Otney. Yes, sir. 

Senator Frear. Has it appeared since you have been in the Depart- 
ment of Justice that these bunko men—that is a new term to me—came 
to your State, maybe, and went to another State or different parts of 
the State? From your observation since you have been here, has there 
been a recurrence in any locality where these men have come in and 
then moved on? Have they come back again or have they just moved 
on and stayed moved. 

Mr. Ouney. Yes, sir. - They are very transient. They go all over 
the place. For example, there.is a fellow named Harry Kane who has 
a long list of aliases. 

Senator Frear. That is not former Senator Cain, of course? 

Mr. Otney. No. This fellow is the brother of Mickey Cohen, a 
well-known hoodlum down in Los Angeles, who is the guest of Mr. 
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Bennett, at the present time, on McNeil Island. This fellow Kane 
pot into this housing racket in Chicago. Then he went down into 
hio. Then he was trying to operate down in Texas. And that is 
typical. The men who, for example, that we encountered in Cali- 
fornia, both in the north and in the south, had previously operated this 
same type of swindle in Ohio and in Illinois and in other places. 

Then they will move on, and then they come back, but usually with 
a different field. Now, at one time it was siding and roofing. That 
was big stuff. They were very active in that, and having exhausted 
that, they come on with something else, barbecue pits or aluminum 
blinds or air-conditioning, or something of that kind. 

One of the most ridiculous things was water softeners out in the 
northern area of California, there, where the water comes directly 
from the Sierra Nevada, and it has almost no chemical in it. You 
can’t get it any softer. 

The Cuarrman. Were water softeners on the list we have? 

Mr. Ouney. Yes. In connection with this list, maybe this ought to 
be off the record, but we had a case down in Detroit where one fellow 
financed the alimony payments to his wife with an FHA loan. Maybe 
that is a home improvement. 

The Cuamman, That would be a home improvement. It might 
well be. 

Senator Frear. In your duty asa local enforcement man, after this 
group of locusts had moved through and sold them one or another of 
these approved items—I believe you stated earlier in your testimony 
that it was the people who were being swindled, the homeowners who 
were being swindled. Those homeowners were resident—where are 
you from, sir? 

Mr. Ouney. California, sir. 

Senator Frear. Was it not the duty of the local enforcement officers 
to protect the people in California, even though the violations were 
under a Federal act? 

Mr. Oxtnry. Surely. They have the duty to do whatever they can, 
and as a matter of fact, in that State, to my knowledge, they have done 
everything they can. 

For example, in the city of Los Angeles, with respect to one of the 
principal offenders on which FHA—we made a request for an investi- 
gation ourselves this last year, of this particular concern, and they 
came up with only something like 100 complaints. Now, to our 
knowledge, there are over 500 complaints against that same concern 
that have been handled and investigated by the Los Angeles district 
attorney’s office. 

Senator Frear. Who came up with only 100 complaints? 

Mr. Otney. The FHA investigators. 

Senator Frear. When actually there had been over 500 complaints; 
is that right? 

Mr. Otney. That is right. And I should say they prepared these 
cases on these complaints. For example, they referred those com- 
plaints to the United States attorney in Los Angeles the day before the 
statute of limitations ran out on one of the principal offenders, and the 
statute ran within 5 days on several of the others, so that there was 
never any real opportunit 





Senator Frear. FHA did that? 
Mr, Otnery. Yes. 
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Senator Frear. FHA presented them 1 day or 5 days before the 
statute of limitations ran out ? 

Mr. Ouner. Yes. 

Senator Frear. It is clearly evident that they knew they couldn’t 
be prosecuted. Is that your opinion? 

{r. Otney. Well; I don’t know whether they knew it or not. 

Senator Frear. Isn’t it fair to assume, at least ? 

The Cuamman. You knew they couldn’t be prosecuted because the 
statute of limitations was running out ? 

Senator Frear. That they hind perhaps, deliberately waited until 
that hour to present them. 

Mr. Oxuney. I have no reason to say it was deliberate, at all, and I 
would doubt very much that that was the case. 

Senator Frear. But they had accumulated a large number of cases 
and it no doubt had taken some time to accumulate a large number, 
whereas had they given to the district attorney half of that amount 30 
or 60 days previous to that, it certainly would not be unreasonable ; 
would it? 

Mr. Otney. Not at all, no. They might have concentrated on one 
and given them the one before the statute ran out, but in connection 
with that same inquiry, if you are interested in it—— 

Senator Frear. Oh, I am surely interested. 

Mr. Oxtnry. The complaints—and you can prosecute these things, 
of course—the State action is not a bar to Federal action—the com- 
plaints in the Los Angeles district attorney’s office, of which there are 
some 500, the statute hadn’t run against them, but the FHA advisers 
never went over and asked about them. They made no inquiry of the 
local agencies as to whether they had been getting complaints on this 
thing. 

Now, on top of that, the way they investigated these cases was to 
merely attempt to make a case against the salesman, and this concern 
we are dealing with is a corporation, well organized, and their sales- 
men have a pattern of this kind of practice. 

FHA made no investigation to develop evidence to show what the 
salesmen were doing, that what they were doing was upon the direction 
of the officers of the corporation, and that it was the corporate officers 
who were making most of the money, who were responsible for the 
fraud. 

We asked them to go back and try to develop that evidence and they 
stated that they didn’t think it was worth while sending an investiga- 
tor back there to do that. 

The CuarrMan. Who said that? 

Mr. O_ney. FHA informed us to that effect. 

Senator Frear. I think it has also been testified to before this com- 
mittee that FHA lacked sufficient personnel to make proper investiga- 
tions. Do you concur in that? 

Mr. Ouney. Oh, yes. 

Senator Frrar. Then would it not be logical, also, for me to ask you 
this question, you being a former local law enforcement officer, that 
perhaps the duty of the local enforcement officer should have been to 
pees its citizens and assist FHA in these prosecutions where maybe 

e knew there weren’t sufficient people in the FHA to investigate and 
prosecute? 
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Mr. Otney. As far as I know, they have done ae they could. 

Senator Frear. You mean, so far as you and California—please 
understand, I don’t want to use you as an example. What I want 
to find out, personally, and maybe I should just ask that question in- 
stead of going around to all these others. Would it not be better for 
the Federal Government to permit local governments to do the work 
in courts to investigate and prosecute, rather than to not permit it, in 
this case particularly? In other words, you have said that no law, I 
believe, no Federal law, gives a to local prosecuting people to 
investigate and prosecute under a | law. 

Couldn’t we, in the housing law, authorize the Federal Government 
to give to local people that privilege and authority in order to protect 
the citizen from just what has been happening to him? 

Mr. Otney. No, sir, I don’t think that you could. I don’t believe 
that the Federal Government could constitutionally confer on State 
agencies the power to enforce Federal statutes, but neither do I think 
that it is necessary, because the fraud which is the gist of the thing is 
invariably and sheion a State offense. And the fact that there are 
Federal laws involved does not exclude the State government from 
taking action. 

They can proseeute these people as just plain swindlers and bunko 
men at any time they want to, if they can catch them and if they can 
get the evidence. 

Senator Frear. Regardless of whether they are operating under a 
Federal statute or not? 

The Cuarrman. It violates State laws as well as Federal. 

Senator Frear. Have the State enforcement officers been doi 
much to take care of this situation, or have they left it up to the F 
to enforce it ? 

Mr. Ouney. Now, I am not speaking just for the west coast when 
I say the States have been doing a great deal to break up this racket. 
They have put on concentrated drives against swindlers of this type. 
They have gotten in touch with better business bureaus and asked thes 
to put out the word to their members of the kind of fraud that was 
going on in their vicinities. I think they have done everything that 

could be expected of them. 

Senator Frear. I don’t want you to think I was using California or 
res as an example, sir. If that is the case, I apologize to you. I didn’t 

ave any intention of that at all. What I am trying to find out is 
where have we been lax in writing the law, permitting this type of 
scandal to take advantage of the innocent people, in many cases, of 
this country ? 

Mr. Oxney. I think it is somewhat difficult to fix the responsibility, 
as Senator Capehart very well pointed out. There is a considerable 
responsibility on the lending institution. A lending institution, if it 
wants, can limit itself to decent people from whom they will take 
paper. FHA, also, as an organization, as an administrative group, 
an, under its own regulations and under the laws, tighten up so that 
these racketeers are frozen out of the picture. 

Now, the ees on the other hand, set the thing up, the whole 
matter. It could be shut off, no doubt, by legislation, but I wouldn’t 


<8 nie make any recommendations as to how that should be accom- 
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Senator Frear. You think, if I understand previous testimony of 
yours, that the present law could prohibit by rules and regulations of 
the FHA under proper administration, this type of action, so that it 
is principally a roe em of administration ? 

Mr. Outney. I think so, yes. I think it is important to make that 
clear, that the solution to this thing—I am satisfied of this—that the 
solution to this problem of swindling under means of FHA-insured 
loans, is not to be solved by so simple a devise as a criminal law. We 
could pursue these fellows with FBI investigations and criminal 
actions indefinitely and we could never take care of them ail. There 
are too many. 

We can’t catch up with them. They can go out and operate faster 
that we can keep up with them. So that the method of meeting the 
— is to make the thing impossible of happening in the first 

lace. 

The Cuarrman. Don’t you think that the lending agencies should 
be concerned? The lending agencies are not always banks, but are 
financing companies, sometimes, are they not ¢ 

Mr. Ouney. Yes. 

The Cuarmman. Are these lending agencies principally finance com- 
panies, trust companies? There is a long list of about 8,000 of them. 
I think, if there is no objection from the committee, we will ask the 
clerk to find out from FHA the categories of lending agencies. That 
is the number that were finance companies. The number organized 
specifically for this purpose, the numbers that were Federal Reserve 
banks and State banks, and get a breakdown. 

(The information referred to follows :) 


QUALIFICATIONS FOR A TITLE I Contract oF INSURANCE 


Section 2 (a) of title I of the National Housing Act, as amended, states that: 
“The Commissioner is authorized and empowered to insure banks, trust com- 
panies, personal finance companies, mortgage companies, building and loan asso- 
ciations, installment lending companies, and other such financial institutions 
which the Commissioner finds to be qualified by experience or facilities and ap- 
proves as eligible for credit insurance, against losses which they may sustain as 
a result of loans and advances of credit.” Application for a contract of insurance 
is made upon a prescribed form, copy of which is attached. 

The following institutions are eligible to hold a contract of insurance: 

1. Financial institutions which have held a contract of insurance and have 
demonstrated to the Commissioner their ability to conduct satisfactorily their 
title I operations. 

2. Members of the Federal Reserve System, of the Federal Home Loan Bank 
System, and institutions whose deposits are insured by the Federal Deposit 
Insurance Corporation. 

3. Any Federal, State, or municipal governmental agency that is or may here- 
after be empowered to conduct an installment lending operation. 

Any lending institution not hereinbefore mentioned may qualify for a contract 
of insurance upon application, if it possesses the following qualifications and 
meets the following conditions to the satisfaction of the Commissioner : 

1. It is a chartered institution or other permanent organization having suc- 
cession and having sound capital funds properly proportioned to its liabilities 
and to the character and extent of its operations. 

2. It is subject to inspection and supervision by a governmental agency; or 
if not subject to such inspection and supervision, it submits an independent 
detailed audit of its books made by an accountant satisfactory to the Commis- 

sioner, and so long as it holds a contract of insurance, it files with the Commis- 
sioner similar audits at least once in each calendar year. 

3. Its principal activity is lending funds, or investing in mortgages, consumer 
installment notes, or similar advances of credit, and it demonstrates its ability 
to pass on borrower’s credit and to effect collections. 
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4, It is permitted by statute in the jurisdiction(s), in which it proposes to 
operate, to make loans in the maximum amounts and maturities as prescribed 
by the act. 

5. It has lending quarters and facilities that are in keeping with the accepted 
facilities of financial institutions making consumer-credit-type loans. 

Institutions which are members of the Federal Reserve System, of the Federal 
Home Loan Bank System, and institutions whose deposits are insured by the 
Federal Deposit Insurance Corporation are primarily banks or building and loan 
institutions and represent about 90 percent of the institutions active under 
title I. 

In addition to the qualifications mentioned, the administration, as a matter 
of policy, has stipulated that a lending institution not under acceptable govern- 
mental supervision must have a tangible net worth in sound assets of at least 
$100,000. This stipulation has applied primarily to finance companies and mort- 
gage companies. 

Early in the history of title I there were a number of finance companies 
active in the program that were subsidiary to manufacturers or dealer organ- 
izations. The experience with such finance companies was generally unsatisfac- 
tory. It developed in some instances that the primary aim of the parent organ- 
ization was to push the sale of its product, and as a result the credit policy of 
the subsidiary finance company was dictated by the sales department. 

In view of this experience, which culminated in the Government assuming an 
undue insurance hazard, a policy was adopted early in 1951 of refusing to issue 
any new contracts of insurance to subsidiary finance companies. 

To the best of our knowledge, there is no record of a subsidiary financing 
outlet being set up by another financial institution or institutions for the exclu- 
sive origination of title I loans, and we know of only one instance in which an 
independently owned and operated institution has been organized for the sole 
purpose of financing title I transactions. 

Following are the specific types of institutions which may qualify for title I 
eontracts under the foregoing criteria : 


1. Commercial banks: 2. Savings institutions—Continued 
National banks State savings and loan associa- 
State banks tions 
Trust companies Federal credit unions 
Industrial banks State credit unions 
2. Savings institutions: SrORNEcaatanaatetiiis 
Mutual savings banks 3. Private lending institutions: 
Stock savings banks Finance companies 
Federal savings and loan associa- Mortgage companies 


tions Consumer credit companies 
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oye 9.88 APPLICATION FOR CONTRACT OF INSURANCE — Sureee Budget No. 63-8997.4 


Rev. Feb. 1952 
Title I Property Iwprovement Loens 


FEDERAL HOUSING COMMISSIONER 
WASHINGTON 25, D. C. Date 


The undersigned hereby applies for « Contract of Insurance with respect to Property Improvement 
Loans under the provisions of Title I, Section 2 of the National Housing Act, as amended, and the 
Regulations of the Federal Housing Commissioner issued thereunder. We submit the following infor- 
mation regarding our qualifications: 


19 








(ANSWER ALL QUESTIONS) 
1. Name 





2. Type of institution (check one) 
(CC) Bettione: Bank Cl Sevange & Loan Association 
Co) State Chartered Bank (031 types) CI other (specttyy 
CD Finance Company 


@. Date organized 4. Ineorporated under laws of 


5. Member 
CC reaerat Deposit Ineurance Corp. CD Federel Some Loan Bank Syston 
C) Pederal Reserve Syston CD Federal Savings & Loan Insurance Corp 


We are under supervision of 







6. Trading area in which loans will be originated| 7, List branch offices originating or servicing 






9. We propose to (check one or both) 
(CO Bela notes in our portfolio 
© se11 notes to: 





&. We propose to (check one or both) 
CD weke loans direct to borrower 
CD Purchase notes from dealers 






10, Show below approximate amowit of loans of selected type made in last fiscal year, ending... 19 





Type of Security 


Type of Loan 


Appliance 


r-leprovement 
Real Estate 
*Include special fees, if any, and indicate if on discount or siuple interest basis 





il. We submit as attachments to this application: 

(a) A statement of our established policy in the making of consumer credit loans, including the in- 
vestigation and approval of borrowers’ credit and the method of collection; also shown is the 
Proposed credit and collection procedures we will adopt for Title I loans. 

(>) 4 copy of our letest financial statement. 

(ce) A list of bank references and lines of credit (not necessary if applicant is under Federal or 
State supervision) 





C) We are on FHA's 





EXACT CORPORATE TITLE 








Mailing List 
By 
© Please place us on 
FHA's Mailing List Title of Officer 
ADDRESS 





Street and Number 


City ounty tate 


‘56728 Rev. 2/52 tara Phae teed. Be. 
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The Crarrman. The more I listen to this, the more I am convinced 


that the lending agencies have some responsibility here that I am fear- 
ful they haven’t acce 


ted and lived up to. 

Senator Lenman. May T ask Mr. ines one question ? 

There is one thing which I do not think has been determined by 
testimony of anybody who has appeared before us. There undoubt- 
edly are a great many abuses in the administration and operation of 
title I. There is no question at all about that. It is not clear to me 
whether the abuses to which you and other witnesses have referred are 


due mainly to the high-pressure methods of salesmen in persuading’ 


the homeowners to buy, or contract for things which they didn’t need, 
such as these pits, and aluminum shades, and many other things. 

The complaint has been made that in many cases, these high-pres- 
sure salesmen do sell these homeowners the idea of including in their 
remodeling plans some of these quite unnecessary gadgets. That is 
one form of abuse. 

The other form of abuse may be connected with the failure of the 
builders, the dealers, to deliver the goods for which they have con- 
tracted. In other words, if they persuade a man to buy aluminum 
blinds, is it claimed that the aluminum blinds are not delivered, or 
other work is not properly or adequately or honestly done? Which 
of those two abuses, in your opinion, is the most serious, or occurs the 
most frequently ? 

Mr. Otney. Senator, I think they both go hand in hand. Usually 
you find both abuses together. You will find these salesmen using the’ 
most high-pressure methods to sell stuff that isn’t needed. Now, for 
example, there is the case of a woman out in Sioux City, Iowa, who 
lived in a house about 20 by 22 feet. That is the size of the house. 

The salesman came out there and sold her, under a $645-insured- 
loan, a fire-alarm system for some $500, or something of that kind- 
Now, that is high-pressure salesmanship and it is typical of what goes 
on. But also, where you have people selling, for example, siding, or 
roofing, you will have the salesman using methods of that kind, selling 
stuff pt it shouldn’t be applied at all, and then when it is put on, it 
is shoddy, it is not well done, and you will find that the amount of 
money that the man pays will go up as high as 3 and 4 times what 
it would cost to have a legitimate dealer come in and put on the same- 
stuff. Now that has happened over and over again. 

Senator Lenman. Let me ask you this. There is no question in my 
mind that title I has been of real benefit to the people of this country. 
1t has made possible the remodeling and rehabilitation of many homes 
that had deteriorated, or were really in a slum condition. Therefore, 
I do not believe we want to do anything through new legislation or 
amended legislation that is going to make the continuation of title 
I programs, properly administered, an assured — I can see per- 
fectly well that steps can be taken by the law enforcement officers, 
whether they be in State jurisdiction or Federal jurisdiction, by which 
a man, a contractor, a builder, who delivers defective goods, or = 
of a quality less than that for which the agreement called for, I can 
see how that man can be punished and the home builder protected. 

But what worries me is—and I hope you have an answer, because 
nobody has yet given an answer—how can we protect people from 
their own folly? How can we protect a man from buying an air 
conditioner if thinks that he wants an air conditioner, or that it 
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adds to his welfare or his happiness? That thing is the thing that 
worries me in connection with this legislation more than anything 
else. 

Mr. Otner. I would say in that connection, Senator, there are two 
things that could be done. One is some kind of educational program 
conducted by FHA, itself, as to what is appropriate as a home im- 
provement. There could also be some reasonable restriction as to 
what it would be that FHA would insure, and then there could be a 
policy adopted of requiring and holding the lending institutions 
responsible for the kind of paper which they accept. I think those 
things, sir, would contribute toward the end you have in mind. 

The Cuarman. This probably has little bearing on Senator Leh- 
man’s question, but it is often unfair to ask an attorney an opinion 
offhand, but I want to read the law, here. This is “Insurance of 
Financial Institutions.” 


For the purpose of financing— 
I mean, I won’t read to you that point, but— 


For the purpose of financing alterations, repairs and improvements upon or 
in connection with existing structures. 

Would you call a television antenna an improvement or an altera- 
tion? Would you call air conditioning an improvement or an altera- 
tion? Would you call many, many of these items that we put in 
the record, here, an alteration? How did they get in under the law? 

Mr. Ouner. Well, that is the administrative interpretation that is 
put on the law by FHA. I can’t give you an explanation of it, but 
possibly they could. 

The Carman. I think one of the troubles, here, is they got com- 
pletely away from the intent of Con and completely away from 
the law. It was never intended by Congress that they should guar- 
antee loans on many, many of the items in the list that we put in the 
record, here, this morning, in my opinion. 

I wasn’t here when it was p , of course. It was passed back 
in 1934. I am sure that if I had known they were doing that sort 
of thing, I wouldn’t have voted for it. 

Senator Payne. Mr. Chairman? 

The Carman. Senator Payne. 

Senator Payne. Mr. Olney, you were referring a while ago to the 
fact that reports were being carried in the press concerning these 
abuses that were taking place, and also their reaching into the better 
business bureaus, and so forth. 

Do you have any information as to the approximate time those 
articles were building up and public information was being given 
that would naturally be available to those interested in FHA; or 
others, for that matter? 

Mr. Otner. The first newspaper articles that came to any attention 
were in the San Francisco Call Bulletin, and I am trying to get my 
best recollection of the date on that. It seems to me it was about 
April 1953. 

Senator Payng. April 1953? 

Mr. Otney. Yes, I understand about the same time, if not at the 
same time, there were some articles also in, I believe, the Los Angeles 
Daily News on the same subject. 
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Senator Payne. In other words, this thing had been going on for 
quite some period of time before it finally broke out in the open? 

Mr. Otney. This thing has been going on—it really got started in 
1947, and it reached its peak in 1950 or 1951, along in there. 

Senator Payne. According to testimony that was given here the 
other day, it appears that an FBI report was submitted, or was made 
available in connection with X construction company in California 
and Y credit company in California. Do you happen to know whether 
that request to the FBI to check into that situation came about as a 
result of a request from the Department of Justice, from the Attorney 
General’s office, or was it as a result of a request from Administrator 
Cole? Do you happen to know that? 

Mr. Otney. I think I know of the instance the Senator is referring 
to. That particular case and company was a matter of interest to 
us as well as to Mr. Cole. Mr. Cole did discuss that with us before 
we had made our request for the FBI investigation, and he requested 
the FBI investigation through me and it was the Criminal Division 
who actually asked the FBI to undertake the inquiry in that case. 

Senator Payne. The reason I mentioned it was to make sure we 
are correct on it. In the testimony given the other day, Administrator 
Cole referred to the date of April 29, 1953, as the date on which he 
then sent to Commissioner Hollyday the first FBI report in connec- 
tion with large-scale violations of FHA title I, and fraud against 
the Government. 

Mr. Otnry. I am either not talking about the same case, or we are 
talking about one that I am not familiar with. The incident I was 
referring to took place—— 

Senator Payne. In July? 

Mr. Otney. No; in February of this year. 

Senator Payne. February of this year? 

Mr. Otney. Yes. 

As a matter of fact, I never met Mr. Cole until, I believe, January. 

Senator Payne. Well, I am taking this from a record that was made 
available to me in connection with the testimony of Administrator 
Cole where he refers to the date of April 29, 1953, in which he first 
sent the report of the FBI, on these presumed violations and fraud, 
and requested immediate investigation by the FHA. Then it went 
on down through to the Office of the Administrator in San Francisco, 
concerning these violations, under date of June 4 and June 11, and it 
carries through to June 16, June 24, and June 29 and then comes in to 
July 22 when the Director, Compliance and Special Investigations 
Office of the Administrator “discussed this FHA-I violation with 
the Department of Justice on July 22, 1953.” And as a result of the 
discussion with the Department of Justice, Administrator Cole ad- 
vised Commissioner Hollyday that the FBI was prepared to inves- 
tigate these violations if FHA wasn’t going to do it, and then it goes 
on down through as to what took place from that time on. All I 
was trying to do was fix in my own mind when your agency, or your 
group, came definitely into the picture and whether or not request 
for the FBI check was made through your office or whether it was 
made through the office of Administrator Cole. 

Mr. Outney. Senator, I have no personal familiarity with the in- 
cidents that you are relating but I do want to make it clear that this 
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survey that I speak of, that the FBI made, was made in July at my 
request. 

hat was without any reference from anybody from FHA, and it is 
not the same thing at all, that Mr. Cole was talking about here. I 
think the thing that he apparently was talking about was some specific 
case which was evidently taken up with attorneys in the Criminal 
pone but I don’t happen to be familiar with the details of that, 
myself. 

Senator Payne. Have you as a result of the surveys that have been 
made, been able to determine whether or not the FHA offices in these 
various States, through their personnel, make any spot checks through 
the banks, lending institutions, and so forth, of whether or not the 
loans that are being made through the banks for these improvements 
follow a set pattern, based upon what would be known to be fair cost 
and so forth? Idon’t mean every case, but making a spot check down 
through ? 

Mr. Otney. Senator, I do not know what their practices are in that 
— I do know that they have a very wide consideration of 
offices. 

For example, I have here an FHA publication which is a map of 
the United States showing their regions and listing all of their region- 
al offices and it is perfectly plain from that, that they have a great 
many offices and they are so widely distributed that they are very 
close to the people. They know what is going on in their own areas. 

Now, we have had some instances where it was perfectly plain that 
FHA officials would know about the acts of these swindlers, for exam- 

le. Now, inthe city of Oakland there was one occasion when a whole 
flock of these high-pressure salesmen hit the town all at once. There 
were as many as 200 of them in 2 different hotels, and the thing that 
became a laughing stock around the FHA office was, these people 
were selling siding and they used to call these hotels “Siding Manor” 
in a joking way, because of these people who were living there, so 
that the distribution of the organization, the offices and what not, is 
certainly broad enough so that it should accumulate the knowledge 
of what is going on in the field in which they are acting. 

Senator Payne. I was interested in the chairman’s statement with 
reference to the banks. I agree with him on that, that the bank natu- 
rally has a responsibility. It seems to me that any lending officer in a 
bank, knowing the locale of the area, should be able to detect with a 
reasonable degree of accuracy whether or not loans for a certain type of 
work by a certain outfit such as we are talking about that is charging 
far over what is the customary pattern, should send up a flag right off 
the bat by doing a little checking somewhere to find out whether or not 

there is something. I agree with you very definitely that a person 
who takes over a public position that is financed by the public, itself, 
definitely has a public responsibility to try to protect the interests 
of the public in every way possible that he can. Just because they 
may not be charged by the law to do something, they certainly have 
a definite obligation to follow through in any case that they have 
brought to their attention, to see that the rights of the public are 
protected. 

The Cuarrman. Do you know whether or not these groups of sales- 
men that you are talking about were financing their sales through 
legitimate banks in these towns, well known banks, or were they send- 
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mg their paper to other banks in other cities and to finance companies 
that were little known? It is just unbelievable to me—and it is one 
of the things we are going to check into. We are going to take a 
couple cases of these groups and find out whether or not these estab- 
lished banks, well known Veale in the respective towns, were taking 
paper from salesmen they hardly knew, who were members of this 
group. We are going to run it down. Do you happen to know at 
the moment ? 

Mr. Otney. On that, Senator, I think in most instances the banks 
take the paper from the dealers, rather than the salesmen. There is a 
step in there that serves as a sort of insulation. Nevertheless, I think 
that you will be very surprised to learn the results of the inquiries 
you make. 

: The Coummean. The dealer was a local man in most instances, was 
e not! 

Mr. Otney. No. 

The Cuarmman. He was not? 

Mr. Otney. The dealer is the head man in the racket. He has sales- 
men working for him on a commission basis, and he is just as much of 
a fly-by-night—— 

The Cuarrman. The dealer may be as much as 100 miles away from 
the town where these products were sold that he was going to handle? 

Mr. Otney. Sometimes, yes. 

Senator Frear. I think that is very interesting, Mr. Chairman, and 
it is a very fine example of what may be happening not only there 
but in other places, too. They had a run of 200 men coming in sellin 


ns but siding, and they were not delivering it through a loca 
dealer 


Mr. Otney. Oh, no. 

Senator Frear. They were delivering it—it was delivered, I 
assume ? 

Mr. Ouney. Oh, yes; they put up some stuff. 

Senator Frear. It came perhaps from some other States, even ? 

Mr. Otney. That is quite right. 

Senator Frear. It was headed by one man who was the dealer, in 
this instance ? 

Mr. Ouney. Yes. 

Senator Frear. That dealer accumulated the paper from all of the 
salesmen ¢ 

Mr. Oxtney. That is right. 

Senator Frear. And he discounted it or he took it to the bank and 
received his money, whereby FHA insured it. He took it to one bank 
or several banks in or out of the State, or how was the paper given so 
that he got his money for the siding? 

Mr. Oxney. I think that varied in a good many cases. Of course 
he took it wherever he could get a bank to agree to take the paper, but 
in most cases, they took it to what would ordinarily be described as 
legitimate lending institutions. 

Senator Frear. He took it to legitimate lending institutions or he 
wouldn’t have gotten his money. I think we could assume that. 

Maybe he did a little work in peddling the paper as well as he did 
the siding. That was possible in that instance. 

Mr. Otney. That is quite right, and that is where, certainly these 
items that I referred to earlier, showed up, of certain persons in banks 
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who were evidently corrupted into accepting.some of that paper, by 
receiving for themselves a certain amount for each one they took. 

Senator Lenman. You used the word “dealer.” In many cases isn’t 
he also the builder, who takes the contract and does the work? 

Mr. Ouney. That is right; very often. In fact, he usually hires the 
men who put the stuff up. 

Senator Lenman. And that man is a local man, isn’t he? The 
builder, I am talking about. 

Mr. Ouney. He may hire some local carpenters or something of that 
kind. He will have a group of construction people that he recruits, 
but I would have no idea as to which vicinity they come from. 

Senator Lenman. In response to a question which I asked you ear- 
lier today, about the possible ccllusion of banks, I believe your answer 
was that you have found certain instances of collusion on the part of 
individuals in the banks. 

Mr. Otnry. Yes. 

Senator Leman. Have you found any substantial amount of collu- 
sion by the banks, themselves, as a pattern or is it just a sporadic thing ¢ 

Mr. Otnery. No, sir; I couldn’t say we have found any such thing 
as a pattern. There are many banks that have become alarmed and 
that have become very careful and cautious about the kind of paper 
that they have accepted, and banks of that kind have not taken part, 
to any extent, in this kind of racket. 

Senator Lenman. You made the statement earlier in the day, too, 
that some of the banks are so eager to get this paper—and I agree with 
you that it is very attractive paper, which pays over 9.5 percent— 
that in certain cases they have gone as far south as Alabama to ac- 
quire it. 

Have you come across any evidence that any of the banks—for in- 
stance, in my State—have formed branches or subsidiary organizations 
for the purpose of making title I loans outside of their own banking 
machinery ¢ 

Mr. Otney. Senator, Mr. Cossack, who is sitting here beside me, has 
been handling this himself, and tells me there have been such cases that 
we have found, but, frankly, I am not familiar with them of my own 
knowledge. 

Senator Lenman. When you found those, what did you do about 
it? Was that an illegal procedure? 

Mr. Otney. No; there was nothing illegal about it. 

Senator Leuman. Did you bring it to the attention of the FHA? 

Mr. Otney. I don’t believe we did. If that had happened I would 
have known about it. 

Senator Leaman. I should think it would be a good idea to have 
brought it to the attention of the FHA, because that is something, I 
am quite sure, was never contemplated in the original act or the amend- 
ments. 

Mr. Otney. I might make clear, Senator, that was not discovered by 
us until this survey was made at our request by the FBI. We found 
that out as a result of that. 

Senator Frear. Just to return to these 200 men, these 200 men who 
came down as slick salesmen for siding, have you found it that when 
they run out of places to sell this siding that that same 200 men, or a 
group similar to that, may go into some other swindling job, not 
especially under FHA, but anything other than that? 
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Mr. Otney. Yes, sir. 

Senator Frear. So they just took title I in this instance as being a 
wonderful outlet in which to make some quick money, but that group 
are swindlers, whether they are selling siding under FHA or whether 
they are selling heating pads in California or something else. 

Mr. Otnery. That is right. There are in our country a ern. 9 
people that you can only describe as professional swindlers. ey 
will be first in one business and then in another, and this home-im- 

rovement business has become infested with people of that kind. 

hey used to be in different rackets and when they saturate the market 
on FHA stuff they go into something else, but they don’t do anything 
that is legal. 

I have one additional point that I would like to make as a result 
of some of the questions that were asked me here concerning the re- 
sponsibility of the Federal Government in this thing. To my way 
of thinking it is one of the most distressing aspects of the whole mat- 
ter. That is the use that is made of the name of the Federal Govern- 
ment by these swindlers in dealing with the victim. This high-pres- 
sure stuff that is put over is done in the name of the Federal agency— 
one of the things that sells this stuff to the r sucker is that it is 
represented to him that it is an agency of the Federal Government 
that is insuring this thing. 

The Cuairman. Yes; 1 brought that out here on the first day of our 
hearing. There is no question about it. On all the applications and 
everything they sign, “ty nited States Government forms” and “FHA” 
is all over it. 

They have a right to feel they are dealing with honest. people when 
they deal with their Government. 

Senator Payne. The question still comes to my mind that when a 
group of these people go into a given community and set up and 
operate, it is just inconceivable that the local, legitimate merchants, 
the lumber dealers and the people who are handling that type of work 
would not have knowledge of the fact that they are going through 
there and would not bring that to the attention of the Federal Housing 
people, inquiring a little bit about it. 

Mr. Otnery. Senator, you are quite right and I want to say they 
scream like eagles. They have made complaint after complaint after 
complaint. They have been as vociferous as they possibly could about 
what was going on. 

Senator Payne. That has been going on for some time. 

Mr. Ouney. For years. 

Senator Payne. And yet the evidence shows that the local agencies 
of the Federal Housing Administration, and their superiors up 
through the line, over that long period of time, have done nothing 
about it in order to crack down on them ? 

Mr. Otney. Well, the conditions go on in spite of the complaints. 

The Carman. All the testimony before this committee by wit- 
nesses, industry, the FHA itself, and the Government has been that 
it was a good thing and nothing was wrong. They had to write 253 
letters in 1951, I think it was, and then they were so happy in 1952 
they dropped down to 185. That shows you that somebody has been 
keeping something from this Congress and this committee. The 
more I listen to this the more convinced I am that it is really a shame 
how they have been covering this whole business up. FHA and FHA 
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officials have been covering this whole business up. They have not 
called it to the attention of this committee. They even recommended 
this last time that the limit be increased from $2,500 to $3,000, that 
the terms be increased from 30 to 36 months. And the President’s 
Commission did the same thing. It is made up primarily of people 
in the building business, the real-estate business. As I said yester- 
day, from now on, we are going to use our own judgment. e are 
tired of listening to these people. The more I listen to witnesses here, 
the more convinced I am of that. 

Mr. Otney. Senator, there is one additional aspect I would like 
to mention and that is the matter of collection on these obligations 
and the position in which the Federal Government is going to find it- 
self when there are defaults. 

The record of defaults has not been very large, as yet. FHA has a 
good record, and we would like to point on that, but the time is going 
to come when these = who have been taken in this fashion are 
going to have great difficulty in making their payments, and then 
there is going to have to be the process of collection. 

Eventually, because the Federal Government has insured these loans, 
it will fall on some agency of the Federal] Government —probably 
the Civil Division of the Department of Justice—to try to collect 
these sums, and here is what the position will be: Here will be an 
agency of the Federal Government trying to squeeze out of these people 
who have been victimized in this fashion through the insurance that 
was issued by another agency of the Federal Government, the last little 
cent of the obligation. 

The Cuarrman. What you are saying is that the Federal Govern- 
ment now, through the Attorney General’s Office, the Department of 
Justice, has to go out and become a collection agency and collect money 
from these people? 

Mr. Otney. They have to collect on the results of swindles. 

Senator Frear. at is the length of time under which a title I 
loan can be made, the maximum length of time? 

Mr. Otney. I don’t know, sir. 

The Carman. Three years and thirty-two days. 

Senator Frear. Anything that is over 3 years of age has either been 
paid off or has shown up as a delinquency, to date; is that not right ? 

Mr. Otney. I suppose so. 

Senator Frear. So we are going to expect our delinquencies in loans 
that have been made within the last 3-year period. 

Mr. Oxney. I guess that is right. 

Senator Frmar. Of course, if they are made over a period of 3 
years, their payments are rather stiff if they have a substantial loan? 

r. Otney. Senator, I can’t answer those questions. I frankly 
don’t know enough about the business. The racket part of it I think 
I know something about. 

Senator Frear. I think you have given a very good demonstration 
that you do know something about the racket side. 

The Cuareman. Will you continue and tell us about this pattern 
so we can get a better idea of that? 

Mr. Otney. I will be glad to. These are some of the typical tech- 
niques that are being used. 

There is the model-home racket. Now this approach appeals to 
the ego and the stupidity of the victim and that is one of the most 
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widely used of these variations. It is often used together with other 
schemes and misrepresentations as an introduction. In one variation 
the victim is told that the manufacturer or dealer desires to introduce 
his product in the area and has chosen the victim’s home as a model, 
or a sample. The victim is promised factory prices, bonuses, or dis- 
counts for the privilege of using his home as an advertising sample. 
As a matter of fact, many others in the neighborhood may be fed the 
same line. More often than not the bonuses or the discounts are not 
forthcoming and as usual the price is exorbitant and totally un- 
related to factory or even reasonable retail price. 

Then, there is the commission racket. The same sales talk of this 
victim will often be enticed by an offer of a commission for every 
sale made in the neighborhood as a result of his sample house. For 
every name suggested by him. He is told that as a result, the moderni- 
zation of his cee won’t cost him anything. Possibly 1 or 2 com- 
missions may be paid, although that is very rare. More often than 
not, the flow of commissions stops and is never paid at all. 

Then, there is the guaranteed racket. The salesman will report 
that the product is having virtues and the guaranty of quality is far 
beyond the most optimistic puffing of legitimate dealers. In fact 
he specializes in shoddy and inferior products, and the salesman’s 
representations are completely false. 

Then, there is the completion certificate racket. The ultimate aim of 
the salesman in each one of these cases is the obtaining of the comple- 
tion certificate signed by the homeowner because that is the thing 
that enables him to get his money. The lending institution will not 

ay on the notes until a signed completion certificate is presented. 
Schesions and dealers have repeatedly resorted to forgery and decep- 
tion to get this instrument before the work was completed or even 
started. Often the homeowner is induced to sign numerous papers in 
a welter of confusion and is told that they are commission or adver- 
tising contracts in the model home or commission deals and in fact 
he is signing a credit application, a note, and a completion certificate. 
As a result in many cases the work is neither completed and some- 
times not even started when the completion certificate is presented 
to the bank by the dealer and he gets his money. 

Then, there is the consolidation of debts racket. Again, the home- 
owner is the victim when he accepts the salesman’s proposition to 
consolidate his outstanding debts into one large loan by consenting to 
an inflated price for his remodeling. Boaliy the homeowner balks 
at assuming a new obligation because he is already burdened with 
other installment payments. 

Too often the victim finds that not only has he an obligation for- 
his house repair greatly in excess of its worth but also still has other 
obligations which have not in fact been paid off. In many instances 
the homeowner is induced to falsify his credit application in this 
scheme by concealing the existence of other outstanding de 

Then, there is the cash balance racket, too. A good sales talk is 
the one that is used to entice the homeowner to sign with the promise 
that a part of the high price will be refunded to him for vacation 
money or to pay off personal debts. The homeowner signs, fully 
aware that he is obligating himself for more than the construction: 
work in the belief that he will in effect receive an inexpensive personal 
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loan, Then, the unscrupulous dealer upon receipt of the money will 
often fail to keep his promise of rebate. Sometimes they do give 
the rebate. When they do, they usually charge a high commission. 

Then, there is the double financing racket. After the homeowner 
has received his loan book from the bank, the salesman or the dealer 
will approach him and explain that a loan can be obtained from a 
more satisfactory lending institution on better terms. The salesman 
or the dealer thereupon talks the victim into parting with the loan 
book, signing a new credit application and a completion certificate. 
Sometime later, the victim becomes sharply aware that he has assumed 
2 obligations instead of 1, since the dealer has presented the comple- 
tion certificate, the notes, and the credit application at another bank 
for a second loan. 

Then there is the real estate downpayment racket. This is some- 
what unrelated to the general schemes involving salesmen and deal- 
ers, It is a vicious fraud perpetrated by these real-estate salesmen. 
This is not the improvement business, but the real-estate people. A 
homeowner anxious to sell his house and unable to get the downpay- 
ment that he desires may be induced by the real-estate salesmen to 
apply for a title I improvement loan. That real-estate agent advises 
that no improvement need be made by the houseowner and that he 
should pocket the proceeds and transfer the notes to the purchaser of 
the house in lieu of the downpayment. 

The Cuarrman. Have you had many cases like that? 

Mr. Otney. Yes, sir, there have been a great many. 

The Cuatrman. A great many cases of that nature? 

Mr. Oxney. Yes. 

Then, there is the credit application racket. These approved lend- 
ing institutions rely only on the information submitted in the credit 
application, if it is in accordance with the regulations. Perhaps the 
most flagrant deception in this field was practiced in two Southern 
States where a group of salesmen set up a phony credit agency and 
manufactured credit reports which they passed off on the lending 
institutions. 

Then, there is the teardown technique, and this has shown up par- 
ticularly with furnaces. This has been widely practiced by dealers 
in furnaces, The dealer will come to the home, or his dynamiters, 
and the homeowner is frightened into cooperation when he is told that 
there appears to be immediate danger of asphyxiation and fire. The 
dealer sends a man out to inspect the thing and the inspector scares 
the man and he is willing to sign up to protect the life of his family. 

Those are examples of the kinds of techniques characteristic in this 
field. 

T want to call attention to one aspect of a great many of these, like 
in the completion certificate thing. The homeowner himself violates 
the law at least technically when he signs the completion certificate 
when the job hasn’t been finished. He violates the law himself, or 
at least technically, when he fills out an application and fails to state 
his other obligations, 

There are many of these tricks that are used on him, and where he 
is put in the position of violating the law, himself, and that means 
that he is in a poor position to go to a law-enforcement agency, or go 
to FHA, for that matter, and make a complaint about what has hap- 
pened to him. 
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I only want to say with respect to that kind of practice that it is 
no fair thing to say that we shouldn’t be distu about the home- 
owner, because he violated the law himself. 

That trick of getting the victim to do something that is, in itself, 
illegal, is the oldest trick of the swindler and has gone on for hun- 
dreds of years. They like it because it is insurance, from their point 
of view, against criminal prosecution and against complaint by the 
victim. 

In dealing with these cases, it is necessary to take stock of where 
the real fault and the real blame lies, but that is why it becomes so 
very difficult for the Federal and Criminal Division to prosecute these 
cases, because we have to prosecute under section 1010, which is the 
filing of these false statements. We have a strike on us at the outset 
when we must admit that our complaining witness who takes the wit- 
ness stand has, himself, been guilty of the same violation that we are 
accusing the dealer and his hot salesman of perpetrating. It is a 
practical obstacle in the prosecution of these cases that is very real. 

That completes my discussion of title I, sir. 

The CuatrmMan. Are there any questions, gentlemen ? 

Well, I don’t think I have any further questions, Mr. Olney. You 
have been very helpful to us, 

I want to place in the record at this time, if there is no objection, 
and I think E better read this memorandum from the Deputy Assist- 
ant Commissioner, David W. Cannon. It is to the Senate Banking 
and Currency Committee, and the subject is Dealers No Longer Sub- 
ject to the Provisions of Regulation 8, Section 2. 

That is a nice way to talk about these people who have been black- 
listed. 

Yesterday, April 22, we delivered you 15 copies of our booklet on precau- 
tionary measures, dated January 81, 1953, and 15 copies of the second supple- 
ment to the list, including all dealers against whom precautionary measures 
were instituted between November 30, 1958, and April 22, 1954, 

There are attached to this memorandum 15 copies of the list of dealers and 
salesmen whose names appeared in either the original booklet on precautionary 
measures, or the first supplement, and in whose cases the precautionary meas- 
ures procedure has been rescinded. This list, as is stated in the caption, in- 
eludes every individual or firm where such action has been taken through and 
including April 22, 1954. 

If there is no objection, we will place this memorandum in the 
record—as well as the names—and I find there is about a page and 
a half of them. 

In other words, these are people, if I understand it correctly—and 
if I am not correct, I wish somebody would correct me—who were 
once suspended or put under precaution, and the bankers were noti- 
fied to be on the lookout for them, and now I don’t know, they have 
kissed the book or something, and they are all right. They are now 
full-fledged dealers; in other words, they made amends for their 
wrongs and they are now back on the accredited list. (See appendix, 

. 1966. 
, ae Payne. You have not touched the section 608 cases. I 
just wondered whether or not the Department of Justice has gone into 
any of those cases. 

Mr. Otney. Yes, sir; we have gone into some of those cases, but we 
have never had that problem called to our attention in anything like 


the way in which title I was. We have had this experience, that we 
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have learned it has been impossible to make criminal cases out of 
those section 608’s because FHA takes the position that even though 
we can prove that false estimates and false statements have been 
submitted by the promoters of these projects, FHA said they don’t 
rely on them, and although they admit that they are false and that 
they are lies, because we don’t rely on them we can’t make a criminal 


case. 
The Cuarrman. Let’s get into that a little deeper. I learned about 


that the other day. 
As a kid, I was redheaded, but not nearly as much so as when I 


learned of this. 

Let me see if I understand this. The FHA says, “We made our 
own investigation. We arrived at this appraisal.” Let us say it is 
$500,000 higher than the actual cost, “and the figures that the builder 
gave us, we didn’t pay any attention to, even though they were wrong 
or false or may have been false. We relied upon our own.” 

In other words, they maintain they didn’t take the builder’s figures 
and make him sign an affidavit that they were true, and then use those 
appraisals, but they made their own. That is what it is, isn’t it! 

Mr. Ontey. Well, that is what they say, but if the committee is 
interested in this, I can give you specific examples in which FHA 
states its own position. 

The CuarrmMan. I wish you would, because I cannot conceive of 
such a situation. Nevertheless, it has been happening. 

Mr. Otney. This is the case in which we thought, originally, we 
would be able to proceed in one of these section 608 cases on the basis 
of false statements. It is the case of the Joseph W. Williams, Inc., of 
Newberry, S. C. Investigation in that instance was made by the 
FBI and it was determined that there were discrepancies so great in 
the estimates and statements originally submitted that they couldn’t 
be reconciled, and certainly if the FHA had relied on those state- 
ments, we would have a case of violation of section 1001. 

The matter was investigated by the Department, and it was sent 
to the United States attorney for presentation to a grand jury for 
prosecution. Then, out of the blue sky, we got a letter from FHA 
which was dated April 30,1953. It was on the stationery of the Office 
of the General Counsel and it was signed by B. C. Bovard, General 
Counsel, and the initials on it indicated it was dictated by H. M. 
Murphy, who has been the Assistant General Counsel for many years. 

It was addressed to the Attorney General and bore the caption 
describing the case as— 

Fraud Against the Government; the Joseph B. Williams, Inc., Newberry, 8. C., 
R. E. Summers, W. R. Reed, Frank E. Jordan, Jr., officers; James R. Carter, 
Doing Business as Jimmy Carter Construction Co., Columbia, 8. C. 

Sir: This Office has been furnished a copy of a report of investigation made 


by the Federal Bureau of Investigation identified under the above-captioned 
subject, and it is assumed that your office has been or will be furnished a copy 
of the report. 

The subject matter of the investigation concerns a rental project located at 
Newberry, S. C., identified as “The Joseph B. Williams, Inc.,” the construction 
of which was financed with the assistance of a mortgage loan made by the 
Citizens & Southern National Bank of South Carolina, Charleston, 8. C., and 
insured under section 608 of the National Housing Act (U. 8. C., title 12, sec. 
1743). The construction of the project has been fully completed and a mortgage 
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a in the amount of $199,900 was finally endorsed for insurance on October 31, 
1. 

The FBI report states that the facts of this case were discussed with Assistant 
United States Attorney Louis M. Shimel, Charleston, 8S. C., who advised that in 
the event prosecution was authorized in this case, he would proceed under the 
specific statute of section 1010, title 18, United States Code, and further, that 
Mr. Shimel was informed of the jurisdiction of the Federal Housing Adminis- 
tration under said section 1010 and that no further investigation would be 
conducted by the Bureau. It was our thought that since the facts of the case 
had been discussed with the assistant United States attorney and he had identi- 
fied any prosecution as being under section 1010, title 18, United States Code, 
that this administration would be expected to take some further action in 
regard to the matter; and it is for this reason that this letter is written. 

We have examined the report and raise the question as to whether or not 
further investigation would be needed to determine if prosecution would be 
warranted since it appears that all the facts material to such determination are 
at hand. Any prosecution would appear to be based upon the submission of a 
false statement for the purpose of influencing the action of the Federal Housing 
Administration, and on this point it is believed that the following facts in regard 
to the actions taken by the Administration would be of material significance. 

The determination made by the FHA as to the maximum insurable mortgage 
is based upon the FHA estimate of the replacement cost of the building improve- 
ments, and such estimate is not influenced by the amount of the contract exe- 
euted for the construction of the improvements. The FHA estimate of cost 
if made during the underwriting processing of the case which takes place prior 
to the issuance of the commitment which sets forth the maximum insurable 
mortgage and other terms and conditions of insurance. The initial endorsement 
of the mortgage loan for insurance takes place at the time the loan is closed, 
pursuant to the outstanding commitment, and the amount of the construction 
contract is usually not known at the time of the closing, and if known, it would 
be immediately prior to closing. 

The construction, as completed, has been found acceptable as meeting FHA 
requirements, and consequently the dwellings represent the security contem- 
plated in our cost estimates. The fact that the actual construction contract 
may have been different in amount than the contract presented to this Admin- 
istration and that the contractor encountered financial difficulties in performance 
did not, so far as we can determine, have a material effect on the ultimate security 
provided. 

It is, of course, not our purpose to discourage prosecution, but we did feel it 
was our responsibility to point out the problems which would be encountered 
since we could not establish that the determination of the maximum insurable 
mortgage or_any other official action of the Administration in connection with 
the insurance of this loan was influenced by the side agreement which had the 
effect of reducing the amount of the construction contract as presented to this 
Administration. 

If the United States attorney so desires, we shall be pleased to make arrange- 
ments for a discussion between his office and employees of this Administration in 
South Carolina to further explain FHA requirements and procedures which would 
be pertinent to the question. We would appreciate being advised of further 
developments. 

Very truly yours, 
B. C. Bovarp, General Counsel. 

We replied to the letter from Mr. Bovard. 

The Cuarrman. Without objection, we will ask that your reply be 
made a part of the record, and the letter that you just read be made a 


part of the record. You read it, but it will be made a part of the 
record. 
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(The letters referred to follow :) 


FEepeRAL Housine ADMINISTRATION, 
OFFICE OF THE GENERAL CoUNSEL, 
Washington 25, D. C., April 30, 1953. 


Re fraud against the Government, the Joseph B. Williams, Inc., Newberry, 8. C., 
R. BE. Summers, W. R. Reed, Frank E. Jordan, Jr., officers; James R. Carter, 
doing business as Jimmy Carter Construction Co., Columbia, 8. OC. 


The honorable the ATrorNEY GENERAL, 
Department of Justice, Washington 25, D. OC. 

Siz: This office has been furnished a copy of a report of investigation made 
by the Federal Bureau of Investigation identified under the above-captioned 
subject, and it is assumed that your office has been or will be furnished a copy 
of the report. 

The subject matter of the investigation concerns a rental project located at 
Newberry, 8. C., identified as “The Joseph B. Williams, Inc.,” the construction 
of which was financed with the assistance of a mortgage loan made by the Citi- 
zens & Southern National Bank of South Carolina, Charleston, 8. C., and insured 
under section 608 of the National Housing Act (U. S. C., title 12, sec. 1743). 
The construction of the project has been fully completed, and a mortgage loan in 
the amount of $199,900 was finally endorsed for insuranec on October 31, 1951. 

The FBI report states that the facts of this case were discussed with Assistant 
United States Attorney Louis M. Shimel, Charleston, S. C., who advised that in 
the event prosecution was authorized in this case, he would proceed under the 
specific statute of section 1010, ttile 18, United States Code, and further, that 
Mr. Shimel was informed of the jurisdiction of the Federal Housing Administra- 
tioh under said section 1010 and that no further investigation would be con- 
ducted by the Bureau. It was our thought that since the facts of the case had 
been discussed with the assistant United States attorney and he had identified 
any prosecution as being under section 1010, title 18, United States Code, that 
this Administration would be expected to take some further action in regard 
to the matter; and it is for this reason that this letter is written. 

We have examined he report and raise the question as to whether or not fur- 
ther investigation would be needed to determine if prosecution would be war- 
ranted since it appears that all the facts material to such determination are at 
hand. Any prosecution would appear to be based upon the submission of a false 
statement for the purpose of influencing the action of the Federal Housing Ad- 
ministration, and on this point it is believed that the following facts in regard 
to the actions taken by the Administration would be of material significance. 
The determination made by the FHA as to the maximum insurable mortgage 
is based upon the FHA estimate of the replacement cost of the building improve- 
ments, and such estimate is not influenced by the amount of the contract exe- 
cuted for the construction of the improvements. The FHA estimate of cost is 
made during the underwriting processing of the case which takes place prior to 
the issuance of the commitment which sets forth the maximum insurable mort- 
gage and other terms and conditions of insurance. The initial endorsement of 
the mortgage loan for insurance takes place at the time the loan is closed pur- 
suant to the outstanding commitment, and the amount of the construction con- 
tract is usually not known at the time of the closing, and if known it would be 
immediately prior to closing. The construction as completed has been found 
acceptable as meeting FHA requirements, and consequently the dwellings repre- 
sent the security contemplated in our cost estimates. The fact that the actual 
construction contract may have been different in amount than the contract pre- 
sented to this Administration and tha tthe contractor encountered financial 
difficulies in performance did not, so far as we can determine, have a material 
effect on the ultimate security provided. 

It is, of course, not our purpose to discourage prosecution, but we did feel it 
was our responsibility to point out the problems which would be encountered 
since we could not establish that the determination of the maximum insurable 
mortgage or any other official action of the Administration in connection with 
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the insurance of this loan was influenced by the side agreement which had the 
effect of reducing the amount of the construction contract as presented to this 
Administration. 

If the United States attorney so desires, we shall be pleased to make arrange- 
ments for a discussion between his office and employees of this Administration 
in South Carolina to further explain FHA requirements and procedures which 
would be pertinent to the question. We would appreciate being advised of fur- 
ther developments. 

Very truly yours, 


B. C. Bovarp, General Counsel. 





May 19, 1953. 

Re the Joseph B. Williams, Inc., Newberry, 8S. C.; R. BE. Summers, W. R. Reed, 

Frank E. Jordan, Jr., officers; James R. Carter, doing business as Jimmy Carter 

Construction Co., Columbia, 8. C., fraud against the Government 
B. C. Bovarp, Hsq., 

General Counsel, 
Federal Housing Administration, 
Washington, D. C. 


Dear Mr. Bovarp: Acknowledging your letter of April 30, 1953, addressed to 
the Attorney General, concerning the above case, this matter has been under 
investigation for possible violation of title 18, section 1001, United States Code. 

You indicate a familiarity with the facts developed in the case which concerns 
the application for Federal Housing Administration insurance filed by Joseph 
B. Williams, Inc., sponsor of the Joseph B. Williams rental housing project, 
Newberry, 8. C. The sponsor represented to your agency that a contract for the 
construction of this project had been executed with James R. Carter, doing busi- 
ness as Jimmy Carter Construction Co., amounting to $189,898. Thereafter it 
developed that a separate contract existed between these parties calling for 
construction of the project at a cost of $168,430. It is understood that local 
FHA officials had no knowledge of this second contract although in applying 
for FHA insurance it was represented by the sponsor that the construction con- 
tract was in the amount of $189,898. On the face of it, this was considered to be 
a false misrepresentation because of the concealment of the material fact of the 
existence of the second contract which would constitute a violation of title 15, 
section 1001, United States Code, rather than a violation of title 18, section 
1010, United States Code. 

The United States attorney, after being informed of the Department’s views, 
requested the FBI to make a further investigation to determine if local FHA 
officials would-have been influenced in their decision in approving an application 
for insurance in this case if they had knowledge of the existence of the second 
contract. According to the information you supplied, such knowledge would 
not have influenced the processing of this case. This is difficult to reconcile since 
it is understood that under applicable regulations the sponsor is required to 
inform your agency representatives of the existence of the contract it has ex- 
ecuted with the contractor, including the amount thereof and the specifications. 
If a full disclosure is not made of the existence of any other contracts or side 
agreements in a particular case, it would appear that the Government is misled. 
And it would further appear that if FHA officials had knowledge of such a side 
agreement calling for the expenditure of a lesser sum for the construction of the 
project, than stipulated in the application for FHA insurance, then such officials 
might well be put on their guard to give much closer supervision to the con- 
struction of the project to insure that specifications are met and to avoid shoddy 
construction, as well as to avoid, as nearly as possible, failure of the mortgagor 
to meet his obligations with consequent assumption by FHA of financial responsi- 
bility to the mortgagee. 

Of course if the failure to disclose to representatives of your agency the 
existence of the second agreement as here would not by reason of the procedures 
adopted in such cases result in the concealment of material facts, because as you 
explained, “The determination made by the FHA as to the maximum insurable 
mortgage is based upon the FHA estimate of the replacement cost of the building 
improvements, and such estimate is not influenced by the amount of the con- 
tract executed for the construction of the improvements,” then existence of a side 
agreement between sponsor and the contractor ceases to be material. In such 
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circumstances, violation of title 18, section 1001, United States Code, cannot 
be proved. 

If under existing regulations the sponsor of any project for which FHA insur- 
ance is sought must report the existence of a contract for the construction of 
the project, although FHA is not interested in such information and makes no 
use of it, is any purpose served by the requirement? Your comments in this con- 
nection are desired for the Department’s guidance in considering this and similar 
cases developed in the future. 

As mentioned above, further investigation of the matter is being made by the 
FBI, the results of which when reviewed will permit the United States attor- 
ney and the Department to determine whether criminal prosecution is to be 
undertaken or that phase of the case closed. You will be kept informed of 
developments. 

Respectfully, 
Warren Ouney III, 
Assistant Attorney General 
(For the Attorney General). 


FEDERAL HovustIne ADMINISTRATION, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, D. O., June 25, 1953. 
Re the Joseph B. Williams, Inc., Newberry, 8. C.; R. BE. Summers, W. R. Reed, 
Frank E. Jordan, Jr., Officers; James R. Carter, doing business as Jimmy 
Carter Construction Co., Columbia, S. C., Fraud Against the Government 
(your reference WO: WFD: ar/46-67-46) 
The Honorable the ATTORNEY GENERAL, 
Department of Justice, Washington, D. C. 


Str: Reference is made to your letter of May 19, 1953, relative to the captioned 
case. 

Before discussing the particular inquiry presented by you we would like to 
correct an inadvertent error appearing in the fifth sentence of the fourth para- 
graph of our letter of April 30, 1953, which reads, “The initial endorsement of 
the mortgage loan for insurance takes place at the time the loan is closed pur- 
suant to the outstanding commitment, and the amount of the construction con- 
tract is usually not known at the time of the closing, and if known it would be 
immediately prior to closing.” The word “closing,” which appears in two places 
in such sentence, should read “commitment”. 

In regard to the direct inquiry set forth in the penultimate paragraph of your 
letter, the primary purpose of requiring the submission of a contract between 
the owner corporation and a general contractor is to determine that there are 
available, before commencement of construction, sufficient funds to complete the 
contemplated project. It must be determined that the owner has sufficient cash 
on hand to meet his fixed contractual obligations, and in order to make that 
determination it is necessary that we be furnished a copy of the contract. An- 
cther purpose to be served by the construction contract in cases where the FHA 
ipsures advances is to provide the basis for the amount of the construction 
advances to be insured. Our closing requirements provide that the mortgagor 
put up sufficient funds to close the transaction on the basis of the FHA estimate 
of replacement cost or the estimate of cost based upon the amount of the con- 
struction contract, whichever is the greater. 

In the comparatively rare case where the amount of the construction contract 
is less than the FHA estimate of construction cost, the difference between these 
amounts is not advanced to the mortgagor during the progress of construction. 
The funds based upon the larger FHA estimate will, of course, be held in escrow 
by the mortgagee and the cash, placed in escrow by the mortgagor over and 
above the amount of the FHA insured mortgage, will be advanced prior to the 
advance of mortgage proceeds. However, construction advances which are 
approved for mortgage insurance will be based upon the percentage of work 
completed and this percentage will be related to the amount of the construction 
contract. The practical effect of this procedure is that when construction has 
been completed, the mortgagor will have received the amount of the construction 
contract less the required 10-percent holdback. Thirty days after final comple- 
tion the amount of the holdback will be payable together with any balance of 
mortgage proceeds remaining. Under our present procedures under section 207 
of the National Housing Act, there is no basis for reducing the amount of the 
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insurable mortgage at closing by reason of the fact that the amount of the con- 
struction contract submitted at closing is less than the construction cost estimate 
made by FHA in processing the application for a commitment. 

It may be that the Director was expressing the thought that the FHA would 
certainly not look with favor upon the type of arrangement which was followed 
in this instance, and we entirely agree with this position. We cannot, however, 
agree with his thought that if the FHA acquires this property it will lose more 
money than if the kickback arrangement had been known by the FHA prior 
to the initial endorsement of the note. The only reason this could happen would 
be on the assumption that the mortgagee would refuse to advance its funds in 
reliance upon our commitment so that there would have been no loan transaction 
in the first instance. As heretofore outlined, the maximum insurable mortgage 
is based upon the FHA estimate of the replacement cost of the building improve- 
ments and such estimate is not influenced by the amount of the construction 
contract. The fact that additional money may have been required to cover the 
difference between the FHA estimate of cost and the contract price would not 
have resulted in a reduction in the amount of the mortgage, and the mortgagor 
would have received the entire mortgage proceeds after completion of construc- 
tion in accordance with FHA requirements. 

Mr. Curt ©. Mack, assistant commissioner, underwriting, located at Washing- 
ton headquarters, has had this matter reviewed by personnel attached to his 
office ; and in an effort to lend all possible assistance to the Department, he will 
make members of his staff available for further discussions with representatives 
of your office if you so desire, An appointment may be arranged by calling 
Mr. Mack on extension 566, or one of his assistants, Mr. Jarchow, on extension 
€29. We would appreciate being advised of further developments. 

Very truly yours, 


B. C. Bovarn, General Counsel. 


The Cuarrmay. I think the letter speaks for itself. 


Don’t you have another case, or do you have a case from St. Louis of 
similar nature? 


Mr. Otney. Yes, I do. 

The Cuarrman. Do you care to give us that one? 

Mr. Otney. I will give you a report on that one. This is on Canter- 
bury Gardens defense housing project, St. Louis, Mo. 


The Cuarrman. Who is the owner of that? Does it give the owner’s 
name? 

Mr. Otneyr, That is a joint venture. 

The Cuarrman. Who are the owners? 

Mr. Otner. They are in there, Senator. 


The Department received a complaint concerning the construction of a multiple 
apartment project in St. Louis, Mo., known as Canterbury Gardens No. 1, Inc., 
from a former employee of the contractor, the Warner-Kanter Co., in the fall 
of 1952. It appears that this project, to be constructed by the MacDonald Con- 
struction Co., was to be financed under provisions of section 608, title VI, of the 
National Housing Act. 

It was ascertained that an original application for mortgage insurance under 
section 608 was filed on January 3, 1950, in the St. Louis, Mo., office of the Federal 
Housing Administration by Canterbury Gardens, Inc., as mortgagor. The spon- 
sors were listed as Joseph H. Kanter and Marvin L. Warner, doing business as 
Warner-Kanter Co., Birminghem, Ala., reported to be a joint venture with 
the MacDonald Construction, Inc. A project analysis was completed by the 
FHA in response to this application, but subsequently an amended application 
was oe on April 14, 1950, requesting a commitment of insurance on a loan of 
$3,700,000. 

Insofar as it could be ascertained, it appears that the difference between the 
first and second applications was in the specifications, which called for 20 fewer 
units in the later application and blueprints. This later application estimated 
the cost of the project would be $4,203,315, listing the cost of construction and 
fees as $3,314,225. In response to this application, at least in time, the Federal 
Housing Administration made a project analysis dated April 27, 1948, with consid- 
eration given to the second set of blueprints and specifications submitted. 
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Senator Frear. What was that date, 1948 did you say ? 
Mr. Otney. This must bea misprint, here. It should be 1950. 


This later project analysis estimated the construction cost, exclusive of land, 
to be $3,866,497. The amount of the loan recommended was $3,654,000. Of the 
construction cost amount, $212,497 was considered to be fees to be paid by means 
other than cash. 

The original commitment for insurance by the Federal Housing Administration 
was made to the John P. Dolan Realty Co. of St. Louis, Mo., as mortgagee and 
lender and later assigned on June 6, 1950, to the First National Bank of St. Louis. 
On the latter date, the Federal Housing Administration, pursuant to the com- 
mitment of insurance guaranteed a loan in the amount of $3,654,000, with interest 
at 4 percent, made by that bank to the Canterbury Gardeus No. 1, Ine. 

The files of the Federal Housing Administration are reported to contain a 
lump-sum construction contract dated June 9, 1950, in the amount of $3,239,915 
between Warner-Kanter Co. and William MacDonald Construction, Inc., as a 
point venture, contractor, and Canterbury Gardens No. 1, Inc., a corporation, 
owner. It is further revealed that on July 1, 1951, the Warner-Kanter Co. 
assigned their interest in the joint venture to the Warner-Kanter Construction 
Co., Ine. 

During the course of the investigation, it was ascertained that a separate 
agreement dated June 8, 1950, had been entered into by MacDonald Construction, 
Ine., as contractor and Warner-Kanter as sponsors by the terms of which the 
MacDonald Construction, Inc., guaranteed that the entire cost of completing 
all the work on the project would not exceed $3,139,915. It should be noted that 
the construction cost set forth here is $100,000 less than the construction contract 
which was disclosed to the Federal Housing Administration dated June 9, 1950. 
It was provided in this separate agreement that any construction cost exceeding 
the stated figure was to be assumed by the contractor and further that if the 
actual construction costs were less than the stated $3,139,915, the first $35,000 of 
that difference would accrue to Warner-Kanter and any additional cost differ- 
ences would be divided in the proportion 85 percent to Warner-Kanter and 15 
percent to MacDonald Construction, Inc. According to the advice of the FHA 
officials, this latter agreement was apparently never brought to the attention of 
the Federal Housing Administration in the course of the insurance commitment 
transactions. 

It should be noted at this time that the Canterbury Gardens No. 1, Inc., was 
formed under the laws of the State of Missouri on June 5, 1950, with $10,000 
paid-in capital stock. The minutes of the corporate meeting dated June 7, 1950, 
include a resolution to purchase real estate for the No. 1 project at a cost of 
$125,000. The minutes of the meeting dated June 8, 1950, disclose that William 
Mac Donald had subscribed for 1,250 class B stock at $100 per share, totaling 
$125,000. 

Mr. A. S. Brooks, executive assistant, St. Louis regional office of the Federal 
Housing Administration, in discussing the procedure for the issuance of the FHA 
commitment of insurance in this and similar cases under section 608, advised 
that the blueprints and specifications submitted by the sponsor are analyzed in 
the process of arriving at an estimated total replacement cost “as of December 
31, 1947.” Following this analysis, Federal Housing Administration prepares 
and issues a project analysis to be used as a basis for the granting of insurance 
commitments. This project analysis, according to Mr. Brooks and his associates, 
is made by the architects and appraisers in the employ of the Federal Housing 
Administration, and no consideration is given to the estimated requirements 
of construction costs as set forth by the sponsor in his application for the loan 
commitment. In addition, Mr. Brooks and the other local FHA officials stated 
that the Federal Housing Administration has no interest or concern in what 
the actual costs of the projects are or what division of profits may be made by 
the contractor in a particular case, including the instant case. 


The Cuarrman, That seems to be a pattern that is going through 
this whole business, that they don’t care what it costs to build; they 
just are interested in the mortgage amount. 

Mr. Otney. And that, Senator, is why it is impossible for the De- 
partment of Justice to prosecute on these section 608 cases, beeause 
we cannot prove that the Federal Government was defrauded, in the 
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face of FHA’s own statement that they never relied on these false 
statements, so they are in the position of saying that they weren’t 
deceived or defrauded; they were just giving this stuff away. 

The Cramman. What was the difference between the actual cost 
that MacDonald Construction, Inc., agreed to build the project for, 
and the mortgage ¢ 

Mr. Otneny. This was $100,000 exactly —— 

Senator Frear. I can’t quite make those figures jibe for some 
reason. You gave us $3,213,915, and then you gave us $3,139,915. 
Can you distinguish the difference in that, or make the difference of 
$100,000? 

Mr. Outney. The difference between the amounts of the two con- 
tracts of construction 

The Cuatrman. What was the amount of the mortgage? 

Mr. Otnry. There was one contract of construction which these 
people filed with FHA, and then on the same day, they executed a 
secret contract for $100,000 less. 

Senator Frrar. Now, which of those two figures is it? Is it 213 or 
139, in the thousand-dollar column ? 

The Carman. What was the amount of the ultimate mortgage? 

Mr. Cossack. $3,654,000. 

Mr. Oxney. $3,654,000, 

The Cuairman. What was the amount of the cost ? 

Mr. Cossack. The figures are $3,239,915; the other figure, the 
secret agreement, is $3,139,950. 

The Cuarmman. What was the amount of the mortgage? 

Mr. Cossack. The mortgage was issued for. 

Mr. Otney. $3,654,000. 

The Cratrman. In other words, the mortgage was about $400,000 
more than the cost. 

Mr. Oxner. More than the amount provided in the first contract, 
the one that was submitted, and the secret contract was for an even 
$100,000 less. 

The Cuamrman. Go ahead and finish reading the letter. 

Mr. Otney. “Mr. Brooks explained that the amount of profit earned 
by the MacDonald Construction Co., Inc., on this project-—— 

The Carman. Now, Mr. Brooks is the FHA man? 

Mr. Otneyr. That is right. 


Mr. Brooks explained that the amount of profit earned by the MacDonald 
Construction Co., Inc., on this project, or the division of profits between the joint 
ventures, i. e., Warner-Kanter would have no bearing on the amount of the 
loan which the FHA committed itself to insure. This explanation by Mr. 
Brooks was concurred in by Hugh P. Albrecht, FHA, St. Louis manager. Both 
of them stated they were acquainted with the capabilities of the MacDonald 
Construction, Ine., and were satisfied that this company could complete the 
contract in accordance with specifications. In addition, during the entire 
course of the construction, FHA inspectors were reported to have been at the 
job site to insure that specifications were complied with and that material of 
the quality required by the specifications was supplied. Neither Messrs. Al- 
brecht nor Brooks admitted knowledge of the existence of a second contract 
between MacDonald Construction, Inc., and Warner-Kanter of the construction 
of this job. 

Robert A. Newsham, chief FHA appraiser, and later chief underwriter in the 
FHA S&t. Louis office, asserted that the amount of loan commitment is based on 
FHA-prepared figures within the limitations as set forth in the National Housing 
Act. According to him, the difference between the loan and the estimated amount 
of entire cost of construction was required to be deposited in escrow by the 
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sponsor. This, he suggested, would have the effect of eliminating overestimating 
of construction costs by the sponsor. Analysis of this project was completed in 
the FHA St. Louis office without intereference or instructions from Washington 
headquarters, although headquarters reviewed the file and approved same after 
a loan commitment had been made in the regional office. 

George F. Voss, employed as an architect by FHA in the St. Louis office at the 
time this project was being processed, advised that he had participated in orig- 
inally estimating the cost of the project and that it is his recollection the costs 
were refigured on two occasions thereafter by FHA personnel. He did not know 
the purpose of this, but the action was taken at the direction of the chief architect, 
a Mr. Pleitsch. Mr. Voss further recalled that as a result of refiguring the 
project costs, FHA architects were ordered to increase it $250,000. Mr. Pleitsch 
when interviewed, stated that there was no refiguring of costs on this project 
other than as reflected in the project analysis based on the sponsor’s application 
which took into consideration possible changes in plans and specifications. It 
should be noted that the plans were actually changed, 

Pleitsch further claimed there were no instructions, either from inside the 
FHA office or from outside that office, to arbitrarily increase estimated costs 
on this project. He advised these figures were based on December 31, 1947, 
replacement figures obtained independently from sources of supply by FHA 
personnel. 

Mr. R. E. MacDonald, president of MacDonald Construction, Inc., 1310 South 
Grand Boulevard, admitted the existence of a separate contract between his 
company and Warner-Kanter, the purpose of which he asserted was to set forth 
the responsibility each was to assume in furtherance of the joint venture and to 
provide for division of the profits earned. MacDonald stated that his company 
advanced money for the purchase of land for this project, as well as a second 
project on which FHA loan insurance was procured, identified as Canterbury 
Gardens No, 2, Inc., the amount of the advance for both parcels of property 
amounting to $245,000. 

Mr. Albrecht, Mr. Brooks, and their associates all stated that they had no 
knowledge of any separate contract for the construction other than the con- 
struction contracts filed in the St. Louis office of the FHA. Mr. Albrecht stated 
that this agreement was merely a contract for the division of profits and, as 
indicated previously, was no concern to the agency. He advised, however, that 
had this agreement come to the attention of the FHA office in St. Louis, they 
would probably have referred the matter to Washington for a legal opinion, 
although on a local level, it was their opinion that the existence of a separate 
agreement, if known, would not have affected the handling of the loan commit- 
ment, 

The FHA file is reported to contain a letter from Walter L. Greene, Assistant 
Commissioner, FHA, to the New York State Employees Retirement System, dated 
September 25, 1952, a copy of which is directed to Mr. Albrecht in the St. Louis 
office. This letter is reported to have stated concerning the instant commitment 
of insurance that it was “a perfectly normal and natural procedure and it does 
not indicate there is anything wrong in the way in which the cases were handled.” 
This letter also states the standard for the amount of commitment to be issued 
under section 608 as being based upon an estimate of the total replacement cost 
of the property, including land value, not to exceed the replacement cost as of 
December 31, 1947. 

The FHA files are also reported to contain a letter dated October 3, 1952, from 
Mr. Albrecht to Assistant Commissioner Clyde A. Powell relating the circum- 
stances of this commitment of insurance and stating that the St. Louis office 
had no knowledge of the second separate construction contract. 

Based on the testimony developed and the procedure and standards adopted 
by the Federal Housing Administration in processing the application; the 
Criminal Division of the Department of Justice and the office of the United 
States Attorney concluded that successful criminal prosecution could not be had 
under these facts, which indicated that the Federal Housing Administration 
was not induced into action by the nondisclosure and apparent false statement. 

This matter was referred to the Tax Division of the Department of Justice in 
April 1953 and consideration was given to the handling of the surplus of 
approximately $165,000 existing at the time of final settlement on the construc- 
tion of this project. The income tax phase of this matter was referred to the 
Bureau of Internal Revenue, now the Internal Revenue Service, in May 1953. 


And that, I understand, is the occasion when the Internal Revenue 
Service became interested in the manner in which these windfalls were 
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being reported. But I think this case clearly illustrates why the com- 
mittee should not expect criminal prosecution of these section 608 
cases. 

The Cramman. Because you have cited two examples there where 
FHA refused to cooperate, or just what—tell us as briefly as you can 
why, in those two cases, you feel you can’t criminally prosecute ? 

Mr. Otnry. It is not failure to cooperate, but because of what they 
say is the general policy. To rest a criminal case on one of these 
section 608 things, we have to show that the promoter of this thing 
filed statements in connection with his application which are false. 
We not only have to show they are false, we have to show that they 
resulted in some action being taken, and reliance upon them by the 
Government. 

In other words, we have to show that they were defrauded. FHA 
says, “We weren’t defrauded. We paid no attention to those things. 

e went ahead on our figures and that is of no importance.” 

Here are false statements with false names submitted as a part of 
the official transactions, but the case is torpedoed by the testimony of 
the agency, itself, that no reliance is placed upon those statements. 

The Cuarman. It is unbelievable that the FHA would take that 
position, is it not ? 

Mr. Otnry. Well—— 

The Cuatrman. Mr. Powell, the gentleman who refused to testif 
the other day, has been the head of that department since 1934. i 
want the record to show that. 

Senator Frear. Do you have any cases in Delaware ? 

Mr. Otney. I don’t know whether we do or not. 

Senator Frear. Is that an embarrassing question? It won’t em- 
barrass me, I can assure you. 

Mr. Otxry. Mr. Cossack tells me that he is not aware of any section 
608 cases, although we have some prefabricated housing cases in Dela- 
ware. Ican’tenlighten you on that. I didn’t come prepare to discuss 
those. 

The Cuarrman. Are there any further questions of Mr. Olney—had 
you finished, Mr. Olney? 

Mr. Ouney. Yes, sir; I had. 

The Crrarman, If there are no further questions, we will recess— 
Mr. Hollyday, do you still want to make a statement? 

Mr. Houiypay. Yes, sir; very much so. 

The Cuatrman. How long will it take? 

Mr. Hortynay. I would like to take about 6 minutes in the light of 
what I have just heard, and about 7 more minutes in the light of 
what I heard the other day. Give me about 13 minutes. 

The Cuarrman. We will recess until 2 o’clock, at which time we 
will hear Mr. Hollyday, after which we will then recess until next 
Wednesday or Thursday, at which time we are going to hear more 
Government witnesses, Mr. Greene and Mr. Perce and others. Weare 
going to have to get deeper into this matter again next week. We 
will recess until 2 o’clock. 

(Whereupon at 12:30 p. m., the committee recessed, to reconvene 
at 2 p.m. the same day.) 


The | 

I wor 
Daily ! 
Listed 
think ° 
inform 
comml 

How 
that W 
comm! 


(Th 


Bu! 





om- 
608 


ere 
can 
ley 
ese 
ng 


se. 


e) 
he 


HOUSING ACT OF -1954 1627 


AFTERNOON SESSION 


The Cuarmman. The committee will please come to order. 

I would like to place into the record a news item in the Washington 
Daily News, Friday, April 23, headlined “Shirley-Duke Apartments 
Listed as ‘Windfall’,” in which they list certain information which I 
think we will place in the record at this time and to say that this 
information did not come from this committee, or any member of this 
committee. 

However, the figures given seem to correspond to the same records 
that we do have in our possession but it was not given out by this 
committee, or any member of the staff. 

(The article referred to follows :) 


[Washington Daily News, April 28, 1954) 


BuILpers Say Prorirs Were “Proper’—SHIRLEY-DUKE APARTMENTS LISTED 
AS “WINDFALL” 


By Jack Steele, Scripps-Howard Staff Writer 


Shirley-Duke Apartments, Inc., in Alexandria was identified today as one of 
the so-called “608” housing projects built with FHA-guaranteed loans on which 
its sponsors allegedly made a huge “windfall” profit. 

Internal Revenue Service records indicate that the builders of the Shirley-Duke 
project paid dividends to themselves totaling $2,084,819 after it was completed in 
1950 with money obtained under an FHA-insured loan. Such projects have been 
termed “windfalls” in the current FHA investigation. 

Herman W. Hutman, one of the partners in the project, emphatically denied 
today, however, that its sponsors had made any such big “windfall” on the ven- 
ture. 

“This figure does not reflect the true profit made on the Shirley-Duke project,” 
he declared. “It is exaggerated and distorted.” 


COLLECTING RECORDS 


He said the owners of the project were now getting together figures to show 
their actual profits and would be ready to release them in about 2 weeks. 

Mr. Hutman and some of his partners also vigorously asserted that nothing 
“wrong” or “improper” had been done in connection with the Shirley-Duke 
project. 

Shirley-Duke Apartments, Inc., is the first “608” project on which a “windfall” 
was made to be identified in the Washington area. A garden-type project near 
the intersection of Shirley Highway and Duke street, it has 2,112 1- and 2-bed- 
room apartments and houses some 7,000 persons. 

FHA records show that Government-insured loans totaling $13,846,000 were 
made for the 6 separate units of the Shirley-Duke project. 

Internal Revenue Service figures place the total cost of the land and buildings 
at $11,709,639. 

The “windfall” dividends of $2,084,819 are slightly less than the difference be- 
tween these loan and cost figures. 

The major partners in the project in addition to Mr. Hutman are listed in 
FHA records as: 

Rarl J. Preston, Silver Spring building contractor. 

Bryan Gordon, Jr., Alexandria builder. 

William Bornstein, Silver Spring plumber. 

N. J. Sonnenblick, who could not be identified. 

Calvin O. Black, also unidentified. 

Mr. Hutman identified Carl Budwesky, former city manager of Alexandria, as 
attorney for the project. 
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OTHERS UNNAMED 


He said there were a number of other stockholders, but declined to name them. 

Mr. Hutman discussed the Shirley-Duke project at some length, after he had 
been asked to state his side of the case and explain how “608” projects were 
financed and built. 

He conceded that sponsors of the project had made substantial profits, but 
insisted much of these already had been plowed back into the venture. 

As an example, he said the builders had spent $750,000 to build a shopping 
center on which not one penny of profit had yet been realized. This center was 
vital to the success of the project, but was not eligible for FHA financing. 

The builders had to spend their own money also to build access roads to the 
ei to subsidize bus transportation for the tenants and for similar items, 

e said. 

Such expense could not be included in the “costs” allowed by FHA and In- 

ternal Revenue Service, he noted. 

Mr. Hutman emphasized that he did not want to get into an argument with 
either Administration or Senate investigators of the housing program. 

But many things, he said, have a direct bearing on allegations made in the 
course of the FHA investigation : 

He said the “spread” between the FHA estimate of the cost of the project (the 
so-called appraisal which was the basis for the loans) and the costs could not 
have been anticipated by either FHA or the builders. 

He explained that, after the project was started in July 1949, building costs 
steadily declined and labor costs also went down. Weather and other factors 
also were favorable, so the project was completed faster than anticipated. All 
these things cut the costs. 

He specifically denied any “collusion” with FHA officials. He said the 
Shirley-Duke builders had not paid “one red cent” or done anything else to in- 
fluence FHA officials. 

He stressed that Shirley-Duke is a true low-rental project. (Charges have 
been made that “windfalls” boosted rents.) Rents on 1-bedroom apartments 
start at $66 a month and the top rent for 2-bedroom units is $77 a month, he 
said. 

He said the Shirley-Duke sponsors were not “speculators” who built the project 
and then pulled out. Its builders still own and operate it and plan to continue 
- do so, he said, adding: “Why should we sell something that is making money 

or us?” 

He said the Shirley-Duke builders had “risked” much of their own capital in 
the venture. 

“My wife and I put up every cent we had,” he said. “If the project had not 
been a success, I wouldn’t have a dime left.” 

Mr. Hutman said he was a graduate engineer who had been active in the 
building business around Washington since 1935. 

“T love to build,” he added. “I get my pleasure out of putting up successful 
projects and I think Shirley-Duke is one of the most successful in this area.” 


OTHERS UNAVAILABLE 


Other partners in the Shirley-Duke project either could not be reached or de- 
clined to discuss it. 

Mr. Bornstein is in Florida. His son and partner, Alfred Bornstein, after 
talking with his associate, said: “We have decided to have no comment what- 
ever.” Mr. Preston took the same position. 

The Shirley-Duke project was identified by comparing loan figures made public 
by FHA with reports on “windfall” profits made to Congress by the IRS. 

Although the Internal Revenue reports do not include the names of the proj- 
ects, identical loan figures appearing in the FHA and IRS reports made possible 
the identification. 
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The dividends 


The following table, compiled from official records, shows the amount of loans, 
land and building costs, and “windfall” dividends reported for the six units of 
the Shirley Duke Apartments. 





a 
Loan Land Cost | Dividends 
Pdi ee N ae Se ae ee ome eS oa 
$2,674,000 | $44, 195 $2, 152,678 | $494, 220 
2,598,000 | 40,424 2,212,526 | 316,560 | 
| 33 840;000 | 94, 534 1,504,609 | 281, 433 
| 2,390,000 | 39, 366 1, 934, 041 412, 409 
| 2, 288, 000 38, 657 1, 896, 047 837, 73 
2,056,000 | 34, 215 1, 769, 347 242) 424 
| 2, 084, 819 
" nad 


13, 846, 090 240, 391 11, 469, 246 





The Cramman. Our first witness will be Mr. Hollyday. Mr. 
Hollyday. 


STATEMENT OF GUY T. 0. HOLLYDAY, LANGLEY, VA.—Resumed 


The Cuamman. You were sworn in the other day, were you not? 

Mr. Horaiypay. Yes, sir, I was. 

The Cuarman. You want to make a statement, I believe. 

Mr. Hounypay. Yes, sir, 1 do. 

The CHairMan. Suppose you proceed in your own way. 

Mr. Hotiypay. Thank you, Senator, and I will make it brief. 

I was not aware until this morning that the Department of Justice 
felt that FHA considered the individual borrower of incidental con- 
cern. I should have liked to have had the opportunity to clarify the 
FHA position with respect to that point of view. 

Mr. Olney presented, it seems to me, a clear and convincing reason 
for the great need of the restrictions and controls that I put into effect 
on December 1, summarized as follows: 

1. Require that the lending institutions must certify that they have 
found the dealer to be reliable, financially responsible, and qualified to 
perform satisfactory work to be heceeat and to extend proper service 
to the customer. 

That was for the protection of the customer, 

2. Require that the lending institution maintain a loan record of 
its experience with its approved dealers that will reflect any com- 
plaints or irregularities. 

8. And I think this is quite important, Mr. Chairman—Require 
that the lending instiution deliver a notice to the borrower of the 
approval of his credit application, at least 6 calendar days prior to 
the disbursing of the note proceeds to the dealer. The purpose of 
this notice is to inform the homeowner of the basic terms of the pro- 
»0sed credit and to give him an opportunity to contact the Laing 
institution if he has any questions regarding the transaction. That 
is certainly greatly to the benefit of the homeowner. 

4. Make a loan ineligible for insurance if it has been represented 
to the borrower that he will receive a cash bonus or commission, o1 
future sales. 
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5. Require the dealer to certify in his completion certificate that 
if any of the representations apurning on the completion certificate 
should prove incorrect, the dealer will promptly repurchase the note. 

There are four other items along that same line which I will not 
read, but I do hope that the committee will realize that in promul- 
gating those regulations, the FHA was greatly concerned with the 
protection of the consumer-borrower. 

Mr. Chairman, I very much appreciate the opportunity to appear 
before the committee. I asked that I be given this opportunity to 
appear, again, as it was not until Tuesday’s testimony before the 
committee, that I heard the precise reasons for my resignation. 

There are three points on which I would like to comment very 
bniefly. 

i. There has been considerable discussion in the press and before 
this committee about a particular FHA employee. rts of gam- 
bling and of receiving a $10,000 payment from a builder have been 
referred to. All of these reports relate tothe same man. I am most 
anxious for the record to be clear on my handling of this matter, and 
for the committee to be relieved of any misunderstandings regard- 
ing it. 

“a) The reports regarding this man, which precipitated action on 
my part were not referred to me by any other Government agency. 

(6) My concern was so great that entirely on my own initiative I 
had our chief investigator make extensive investigations to develop 
the facts. These investigations failed to produce supporting evidence 
which would have justified formal charges. 

(c) But the reports were so serious that I felt the matter could not 
be dropped and, therefore, on December 18, accompanied by my Asso- 
ciate General Counsel and my chief investigator, I personally placed 
the case in the hands of the Department of Justice. 

(d) Although there has as yet been no report to me on the investi- 
gation, I feel sure it is continuing. However, I became convinced that 
this man could not be an effective member of my team and, therefore, 
the 1st week in January I requested his resignation. 

Senator Frrar. Mr. Hollyday, on that December 18, 1953, and this 
is January 1952,I assume. I mean 1954. 

Mr. Hotiypay. 1954; yes, sir. 

Gentlemen, perhaps someone else would have acted more quickly, 
or more slowly, or in some respects differently than I, but can it pos- 
sibly be said that I failed to act, and act decisively: 

The CuarrmMan. You say: 

I became convinced that this man could not bean effective member of my team, 
and therefore the Ist week in January I requested his resignation. 

Mr. Hottiypay. Yes, sir. 

The Cxuareman. Did he resign at that time? 

Mr. Hotiypay. No, sir; he requested an opportunity to find a job 
and asked if I would give him until the Ist of. pril to find a job, and 
being a veteran it seemed to me that was proper for me to do, and 
I acquiesced in his request. 

The Crarrman. How long had this gentleman been with the FHA ? 

Mr. Hottypay. He had been there a very long time, sir, indeed. 

The Cuarmman. A very long time? 

Mr. Hotxiypay. Yes, sir. 
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But can it possibly be said that I failed to act, and act decisively, 
with respect to this man ¢ 

2. It is possible that the committee may have been left with the 
impression that I was urged on a number of occasions to make a 
general investigation of the section 608 program, and that I failed 
to do so. This is a serious misunderstanding. Consider with me for 
a moment these circumstances : 

(a) The FHA had an investigating staff inadequate, as has been 
pointed out, for the investigating responsibilities already assigned 
to it. 

(6) The FHA had no way of finding out through its own sources 
the actual cost of a section 608 job. This information is only available 
to the builder and to the Division of Internal Revenue. 

(c) There were thousands of section 608 projects. 

‘To undertake an effective investigation of the section 608 program 
under these circumstances would have been an immense assignment, 
I understand that this committee has requested $250,000 for that 
purpose—— 

1e CuHarrMAN. Will you yield a moment there? 

Mr. Houtypay. Certainly. 

The Cuarrman. You say: 

To undertake an effective investigation of the section 608 program under these 
circumstances would have been an immense assignment. 

There is no question about that with regard to section 608’s because 
the law expired in 1950 and the harm has already been done. But 
it still isn’t quite clear to me—and I presume one reason why I sort 
of get back to this is because we held hearings on new legislation and 
the House has passed new legislation. Why did you not, as head of 
the FHA, knowing that section 213 and other titles were susceptible to 
the same sort of thing, ask us to tighten the law, or call our attention 
to it when you testified with respect to this legislation ? 

Mr. Hottypay. I wish you would explain to me what you mean by 
“the same sort of thing.” 

The CHatrman. Well, susceptible to mortgaging-out, and gettin 
more money for their mortgages than the cost, and all the alleged 
van aie that have occurred. 

r. Hottypay. No recommendation or suggestion was made to me 
that the mortgaging-out was illegal or that I should start a section 608 
investigation. 

The Cuarmman. Then, are you saying that you, being Administrator 
for 1 year, didn’t have any knowledge of the alleged irregularities 
that we are hearing so much about in this investigation? 

Mr. Hotuypay. The irregularities that I heard about and that came 
direct from the Internal Revenue Service came from the gentleman 
who came to my office to get our assistance with respect to the data 
that we had toatax case. He got that assistance and thanked us for it. 

The CuHarrman. Then, you weren’t aware, as the FHA Commis- 
sioner, of any mortgaging-out, or irregularities such as we have been 
listening to here for the past week ? 

Mr. Hotiypay. I was advised by this gentleman that there was ex- 
tensive mortgaging out and that is what he was working on.. Now, 
as to irregularities, he made no statement to me at all, Senator, of any 
individuals. 
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The Cnamman. Were you aware of these thousands and thousands 
of cases in Mr. Olney’s testimony here this morning in respect to title 
I? 

Mr. Hotiypay. The reason, Senator, that I went to work and put 
into effect corrections which have been accepted by the trade and the 
President’s Advisory Committee, were the very reasons that were so 
clearly set forth by Mr. Olney, and which the trade believes, and the 
President’s Advisory Committee believes will be effective, that went 
into effect December 1. Yes, sir, that was one of my very first concerns 
and I worked on it. 

The CuairmMan. Perhaps we are a little sensitive on this committee, 
and I understand the House committee feels just a little sensitive 
about the same thing, that none of you gentlemen in presenting this 
bill and in testifying brought any of these matters to our attention. 
Rather it was the opposite. For example, in title I you recommended 
that we increase the limit from $2,500 to $3,000, and extend the terms. 
And then we put in some new sections, 220 and 221, where we were 
going to guarantee 100 percent of the mortgage and give 40 years. 
Yet we didn’t receive any testimony from any of the industry wit- 
nesses or the governmental witnesses, or FHA witnesses, or anybody 
else. This goes for all of you—I am talking about Mr. Cole, your- 
self, and everybody else, we just didn’t hear a word about anything. 
The goose was hanging high, and “let’s make it $3,000 instead of 
$2,500. Let’s extend the terms on title I, let’s go to 40 years with 
100 percent advance rather than 90,” without a single murmur of the 
alleged irregularities and problems and troubles that we now find that 
oxidenth you—meaning FHA—and all the housing people were 
encountering. 

Mr. Hottypay. Senator, I think I had a perfect right to assume 
that the Senate was familiar with the advisory committee’s report and 
the statement of the President of the United States. 

The Cuarmman. I presume so. 

Mr. Hottypay. Yes, sir. 

The CHarmMan. It is just amazing to me that all these things could 
have happened and did happen, evidently, and yet when industry 
witnesses and everybody else came before this committee and the 
House committee, they just didn’t say a word about it. They didn’t 
ask us to tighten up a law, and didn’t have a word about it. I mean 
it is just amazing to me. I am not blaming any specific person. We 
feel rather sensitive about it. Had we passed this present bill and 
found later that these things could happen under it that evidently 
have happened to the old bill, we would be subject, I think, to con- 
siderable criticism. 

Mr. Hoiiypay. Well, Senator, you have my statement which was 
corroborated by the Administrator, that the law with regard to title I 
didn’t need changing. 

The Cuareman. You still don’t think it needs changing? 

Mr. Hotiypay. Aw, now, Senator, I think any law can be amended, 
but I feel, as Mr. Olney himself said this morning, that the problem 
was in the administration and not in the law. I think I am quoting 
him correctly, 

The Cuamman. Yes, I think so. 

Well, this gentleman—in January, this said gentleman, you asked 
that he resign. Is that correct? 
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Mr. Hottypay. Yes,sir. He said he would. 

The Cuamman. But that he preferred to leave April 1. 

Mr. Hottypay. He wanted to get a job and being a veteran I felt 
that seemed wise. 

The Cxatrman. I found on Sunday, April 11, you issued a press 
release and said: 

The resignation of Clyde L. Powell, key official of the Federal Housing 
Administration, was announced today by FHA Commissioner Guy T. O. Hollyday. 
In accepting Mr. Powell's resignation, Commissioner Hollyday expressed regret 
and said, “Mr. Powell has achieved a standing in the multifamily housing 
field” — 


that is section 608— 
“that is recognized from coast to coast.” 


Mr. Hottypay. That is true. 

The Cuarman. You further goon to say that— 
leaving Government service the end of this month and entering private business 
and will be associated with a large-scale housing development in New York City. 
He has been Assistant Commissioner in charge of multifamily housing since 
rental housing first became an active part of the FHA program in 1936. Prior 
to his association with the Federal Housing Administration, Mr. Powell was in 
the mortgage business in his native St. Louis, Mo. He has long been recognized 
as an authority in the field of mortgage lending and in the development of multi- 
family housing. Under Mr. Powell’s direction the FHA multifamily housing 
program has insured mortgages on 8,200 projects, adding a total of 643 family 
units to the Nation’s supply of permanent rental housing, with loans aggregating 
$47,675 million. The majority of these projects have units renting in the medium 
priced range. They have provided comfortable living accommodations and proved 
to be worthwhile investment for mortgage lenders. No announcement of a 
successor to Mr. Powell has been made. : 

Mr. Hottixypay. That was the customary announcement, Senator. 

I get the implication that I shouldn’t have done that. 

The Carman, I didn’t say that. 

Mr. Hotzypay. All right, sir. 

The Cuarmman., I just wanted to know if you did issue that release. 

Mr. Hottypay. Yes, sir; that is mine. 

The Cuamman. That was Sunday, April 11. That was the day 
before the President took action in this matter, was it not ? 

Mr. Hotiypay. The date of that release, you would know—I would 
like to say it was brought to my attention several days, of course, be- 
fore the release. 

The Cuamman. The release says for “Sunday, April 11.” 

Mr. Hotiypay. Yes, sir. ‘ 

The Cuatrman. And the President, of course, issued his Executive 
order—I think they asked for your resignation on Monday, April 12, 
is that correct ? 

Mr. Hotuypay. Yes, sir. 

The Cuamman. And this was issued the day before? 

Mr. Hotiypay. It was released the day before, yes, sir. 

The Cuamman. Were you in conference the previous week with Mr. 
Cole and people at the White House and others, on this whole matter 
of the housing problem ? 

Mr. Hotiypay. No, sir. 

The Cuamman. You were not! 

Mr. Hottypay. No, sir. 
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The Cuamman. You didn’t sit in on any meetings? 

Mr. Hotiypay. No, sir. 

The Cuarrman. Nobody said a word to you about it? 

Mr. Hottypay. I knew nothing about it at all, Senator... My last 
visit to the White House was several weeks prior to this, in which 
I discussed with Governor Adams and Mr. Cole a matter of reorganiza- 
tion of agencies, and all of this that we are now discussing, sir, is new 
to me. 

The Cramman. Thank you, sir, you may proceed. 

Mr. Hottypay. The FHA has an investigating staff inadequate, as 
has been pointed out for the investigating responsibilities already 
assigned to it. 

The FHA has no way of finding out throngh its own sources the 
actual cost of a section 608 job. This information is only available to 
the builder and to the Internal Revenue Service. 

There were thousands of section 608 projects. 

I am sorry, Senator, I read that over again. 

To undertake an effective investigation of the section 608 program 
under these circumstances would have been an immense assignment. 
I understand that this committee has requested $250,000 for that pur- 
pose and has indicated it may take a year to do the job. I under- 
stand Mr. Cole has also requested $100,000. And your investigation, 
Mr. Chairman, will be with the benefit of free access to Internal Rev- 
enue files on the individual cases. 

It is inconceivable that I would have agreed to make such an in- 
vestigation without first resolving with Mr. Cole the ways and means 
of conducting it. Yet we had no such discussions. 

Mr. Cole and I were both concerned about an investigation of the 
tax implications of section 608. We both wanted the FHA to give 
all possible assistance to it, and we discussed it several times. Our 
office gave that assistance to the best of our ability and the investigator 
expressed his appreciation for it. 

The Cuameman. Will you yield just a moment? 

Mr. Hottynay. Yes, sir. 

The Carman. I can understand how you wouldn’t know this be- 
cause you were made Commissioner just a year ago, but you stated 
there was no way FHA could get the cost. information on these sec- 
tion 608 projects. 

Mr. Hotiypay. Without a builder giving us opportunity to do 
so. 
The Crarmman. Let me read the law. In the charter of these cor- 
porations it is a part of the law: 

The request of the Commissioner or of the holder of the majority of the shares 
of the preferred stock— 
and T think we’ll find as we go along that the Government held the 
preferred stock in these corporations; in fact we can find—possibly 
you can tell us at the moment: Didn’t Mr. Powell hold the preferred 
stock for the Government in these projects? 

eater I don’t know, sir, but an official of FHA in each 
case did. 

The CuamrMan. Do you know which official does hold the preferred 
stock in these section 608 projects? 
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Mr. Hotuypay. No, sir; but I assume it would be under the control 
and by virtue of authority given him by the Commissioner. 

The Crarrman. I see Mr. Greene over there. 

Mr. Greene, who held the preferred stock in these corporations? 

Mr. Greene. It was held in the name of the Commissioner. 

Mr. Perce. Held in the name of the Federal Housing Adminis- 
tration. 

Mr. Greene. It is the same thing. 

The Cuairman. It says “request of the Commissioner or a holder 
of the majority of the preferred stock.” 

Well, that 100 shares which was the only preferred stock in these 
corporations was held by your agency. 
The corporation being given— 
that is these section 608 fellows— 


specific answers to questions upon which information is desired from time to 
time, relative to the income, assets, liabilities, contracts, operations and condi- 
tion of the property, and the status of the insured mortgage, and any other 
information with respect to the corporation or its property which may be 
requested. 

That is about as broad as you can write language. Which means 
right now, if I understand language, that all the Housing Admin- 
istrator would have to do would be to write to any section 608 project 
and say, “I want your total cost of your project, I want your income, 
I want your this, this, this, this, and this.’ 

Mr. Houiypay. Are those section 207 or 608 loans? 

The Cuatrman. They are section 608. 

Mr. Hotiypay. I believe I have no right to demand to see the income 
of any man, and that nobody has the right to do that except by Presi- 
dential order of the United States. 

The Cuarman. Let’s read it again. 

This is at the request of the Commissioner, that was you. “Or the 
holder of the majority of the shares of preferred stock.” 

That. likewise was you. You were both of those. You were the 
Commissioner and as has just been testified, you held all the preferred 
stock. 


The corporation— 
that is any corporation that had a section 608— 


shall give specific answers to questions upon which information is desired, from 
time to time, relative to the income, assets, liabilities, contracts, operation and 
condition of the property, and status of the insured mortgage, and any other 
information with respect to the corporation or its property which may be 
requested 


I think FHA right now can write a letter to every section 608 holder 
and get any and all information they want. 
Here is another one: 


The corporation, its property, equipment, buildings, plans, offices, apparatus, 
devices, books, contracts, records, documents, and other papers shall be subject 
to examination and inspection at any reasonable time by the Commissioner. The 
corporation shall keep full and complete records of all corporate meetings of 
directors and stockholders, shall keep complete, orderly, and accurate books of 
account and shall also keep copies of all written contracts or other instruments 
which affect it or any of its property, all or any of which may be subject to 
inspection and examination by the Commissioner or his duly authorized agent. 
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Now, that Commissioner there was you. 

As I said yesterday, you know, this housing business is big and 
complex. We are learning a lot about it as a result of these 
investigations. 

Here is another one: 


The corporation shall furnish the Commissioner within 60 days following the 
end of each fiscal year a complete annual financial report. 


So I can’t agree with you that you don’t have the right, or the 
Commissioner doesn’t have the right. 


Mr. Hotiypay. On what you have said to me, I think I have to 
agree with you. 

The CuatrMaNn. I think that’s correct. This committee may well 
ask for all that information, either in our own name, or have the new 
FHA Commissioner do it, and get. all that information in. He has 
the right to do it. There is no question about that. I don’t think 
he could take the position that he didn’t have the right to get all this 
information. 

Another thing that hasn’t been—maybe you can help on this item 
that we would like to know about, and that is, these properties are 
being transferred; are being sold. For example, I have a case in 
mind at the moment, my attention has just been called to it. You 
can’t sell one of these section 608 projects without approval of the 
Commissioner. Isn’t that true? 

Mr. Hotiypay. I would assume that would be true. 

The Cuarrman. If I have been reading the rules and regulations 
properly they can’t declare a dividend without the approval of FHA. 
Is that correct ? 

Mr. Hottypay. I would assume that’s correct, certainly. 

The Cuamman. Did FHA, then—on this one I just put into the 
record, that was in the newspaper, the one over in Virginia—did they 
get approval of FHA, to declare those big dividends? 

Mr. Hottypay. They are supposed to send us the reports that you 
referred to. 

The Cuarmman. Aren’t they supposed to get approval ? 

Mr. Hotiypay. I don’t know, but I would assume so. 

The Cuamman. Is that true, Mr. Greene? 

Mr. Greene. No, Senator; they are not, not in section 608. Sec- 
tion 207 was a limited dividend corporation, section 608 was not. 

The Cuarrman. I think you will find they had to get it through 
the charter that you required they incorporate under. We'll get 
into that. I think you will find that they did have to do it titer 
the charter. 

In any event, from what I just read to you a moment ago, do you 


agree, Mr. Greene, that they had to get permission to sell the 
corporation ? 


Mr. Greene. Yes, sir. 

The Cuarrman. They had to get permission to sell the corporation. 
Mr. Greene. They had to get permission to sell the real estate. 

The Cuatrman. That is what I mean, the property. 

Mr. Greene. They could sell the stock in the corporation. 

The Cuamman. They had to get permission to sell the property. 


Now, answer this: In every instance did you hold, or did FHA hold, 
$100 worth of preferred stock ? 


Mr. Greene. Yes, sir. 
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The Cuarrman. In every instance ? 

Mr. Greens. Excuse me a moment. 

Mr. Perce. At one time, corporation mortgages if less than $200,- 
000, we did not hold any stock. We changed that. 

The Cuamman. Everything over $200,000 you did hold the pre- 
ferred stock ¢ 

Mr. Perce. And, after that date, all of them. 

The Cuarrman. Then the statement I just made a moment ago, 
under the charter which we have here, they could not declare 
dividends? 

Mr. Perce. They could declare dividends out of earned surplus. 

The Cuarmman. I hold one in my hand here in which + me could 
not. It was given to us as a pattern. 

Mr. Perce. I would have to see it. 

The Cuarrman. We'll get into that later. 

Senator Payne. You say, “It is inconceivable that I would have 
agreed to make such an investigation without first resolving with Mr. 

Ole the ways and means of conducting it.” Yet, you had no such 
discussion. Isn’t it true that on August 13, 1953, you were requested 
to immediately investigate section 608’s in the New York office? Do 
you recall whether that was true, or not? You were requested by Mr. 
Cole on August 13, 1953, to immediately fideaionte the section 608 
situation in the New York office? 

Mr. Hotiypay. No, sir. I had realized that Mr. Cole and I had 
talked about the tax situation a few days before, around August 6 or 7, 
with regard to what has now developed, in the mortgaging out. I 
frankly had endeavored to give the dag Revenue Service repre- 
sentative service, and phoned the New York office, but with regard to 
making the section 608 investigation, I did not do it. 

2 oe CuarrmMan. Do you recall whether you were requested by Mr. 
ole 

Mr. Hotiypay. No, but if Mr. Cole says I did, I would agree to 
that without any hesitation whatsoever. 

Senator Payne. Can you recall at all either going to New York 
or having any people directly responsible to you go to New York to 
investigate the situation there? 

Mr. Hoitiypar. Not on the section 608, but in connection with this 
other reference that I have just mentioned, with regard to an individ- 
ual. I did send our investigator there to New York in that connection. 

Senator Payne. But, that was not as a result of the conference that 
you had that Mr. Cole reports? 

Mr. Houiypay. I think not. I am not sure, but I think not. 

I do not know what may have been on Mr. Cole’s mind, nor what he 
intended to communicate to me, but I can state most emphatically that 
if he intended for the FHA to make a general investigation of section 
608, he failed to register that intention with me. There cannot have 
been negligence on my part with respect to such an investigation 
because the only investigation we discussed was the one being made by 
the Internal Revenue Service. : 

8. The committee was presented, on Tuesday, with a detailed list 
of instances in which reports were made to the FHA but on which, 
it is alleged, the FHA failed to take action. I cannot reply to the 
committee on each of these instances as I do not have available to me 
either the files on the cases or the personnel who would have been 
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involved, but I can say to the committee that there was an established 
routine for handling all complaints. Thousands of complaints were 
received over a period of years and to the limit of the facilities avail- 
able in the FHA, they were acted upon. Under FHA’s established 
investigating procedure, more than 2,000 home-repair companies and 
individuals were blacklisted and hundreds of cases were referred 
to the Department of Justice for criminal action. If there was any 
substantial breakdown in FHA’s investigating procedure, it was not 
made known to me, and if it had been, of course, I would have taken 
all possible action to correct it. 

o you gentlemen think it is likely that I could have employed an 
independent management firm to review and sharpen up FHA opera- 
tions; have brought up to date 400,000 unprocessed title I loans; 
have, in the language of a prominent trade publication, “moved 
decisively to stamp out racketeering in the title I repair program” 
through new veielotinns and pr ures; won the approval of the 
President’s Advisory Committee on Housing and the applause of the 
Housing and Home Finance Administrator for my action in doing so, 
and yet have closed my eyes and refused to act with respect to a 
known breakdown in FHA’s investigating procedure? 

In order that this committee may learn more precisely what the 
difficulties may be in FHA’s investigating procedure, I urge once 
again, as I have twice before, that you call before the committee the 
Associate General Counsel of FHA, who is in direct charge of inves- 
tigations. His name is Howard Murphy. He is an extremely able 
man, and he can give this committee some answers which may be 
useful and important to you. 

Frankly, gentlemen, if the reasons given to this committee are the 
only reasons my resignation was requested, I feel refreshed and reas- 
sured. My only regret is that I was not presented with these charges 
earlier in order that I might have had the opportunity to correct the 
misunderstandings under which Mr. Cole, and perhaps others, must 
have been laboring. If, however, my resignation serves the purpose 
of aang our housing laws and making their administration 
more effective, I will be happy to have contributed to that result. 

The Cuatrman. Let me say, as I said 2 or 3 days ago, Mr. Hollyday, 
that the Housing Act is complex, it is big, it is hard to understand, 
and it is a tremendous thing. We can well understand how it would 
take considerable time for a man going in to get acquainted with the 
complexities of this law. It isa big thing. I have said in the past 
that I think the running of this Housing Administration is one of the 
biggest, if not the toughest, jobs in Washington. I am glad to repeat 
that again, today. There is no question about it. It is a big thing. 
You are dealing with billions and billions of dollars. You have all 
these houses going up and apartments and they have to be inspected, 
and it is a tremendous job. There isn’t any question about it. It is 
a much bigger and harder job, I think, than anybody has recognized 
in the Congress or even in the Government. It is a tremendous job. 
One can see that under title I where you have 8,000 lending agencies 
out here making loans, it is a tough job. There isn’t any question 
about that. It is — and it is a rough job and I think sate your 
resignation has possibly focused this thing and it will be in the best 
interests of the American people and everybody concerned that it has 
been brought to a head. 





Mr. 
The 
sonal s 
head a 
best in 
things 
true 11 
and ot 
eral w 
us to | 
today: 
vesti 
new | 
least 
Thur 
from 
sectic 
Mr. } 
more 
we ev 
Ce 
write 
goin; 
anyl 
ing | 


elim 
ties | 
will 

Si 


hav 
ran 


in € 





HOUSING ACT OF 1954 1639 


Mr. Hotriypay. I would like to think that, sir. 

The Cuarrman. I never like to see anybody make a sacrifice, a per- 
sonal sacrifice, but in this instance, I think bringing this thing to a 
head as the President did, and as you did and others, has been in the 
best interests of the American people. I have been amazed at the 
things that have evidently been happening in FHA. I hope it is not 
true in public housing and I hope it isn’t true in cooperative housing 
and other phases of the housing business. It is going to take us sey- 
eral months, I think, to find out just what it is all about, which leads 
us to this conclusion, now: We thought we would finish our hearings 
today—that is our preliminary hearings Lefore getting into the in- 
vestigation—and then proceed in a couple of weeks to write up this 
new legislation. But toe see now we are going to have to have at 
least 2 more days of hearings, which will . next Wednesday and 
Thursday, at which time we want to get the facts and information 
from Mr. Greene and the gentleman who was under Mr. Powell, on 
section 608. Then I think we will follow your suggestion and invite 
Mr. Murphy, and possibly the General Counsel, Mr. Bovard, and get 
more information from them on the operation of this business before 
we even make any effort to write up the housing bill. 

Certainly, I don’t want anybody to feel that we are not going to 
write up the bill. Weare. I don’t want anybody to feel we are not 
going to present a bill to the Senate, because we are. I don’t want 
anybody to go out of here and say that we aren’t going to have a hous- 
ing bill, because my best judgment is that we will have a housing bill. 
I am hopeful that that bill will eliminate all possibilities, or at least 
eliminate to a minimum the possibilities of all these alleged irregulari- 
ties ever again happening that we have been hearing about, here, and 
will hear about in the next few days. 

Senator Lehman. 

Senator Lenman. Mr. Chairman, I have no way of judging whether 
Mr. Hollyday was derelict in his duties or not. I have no way of 
knowing it, and I don’t know the charges that were the basis for his 
having been removed. I do want to say this, though, that the memo- 
randum of regulations and procedures which were prepared by Mr. 
Hollyday and submitted, I believe, at the end of October, and which 
met with the approval of the President’s Advisory Committee on 
ogee, are an extremely valuable document. I very much hope 
that at least the purpose of those new proposed regulations, which are 
in effect today, will be made part of the law when we are ready to re- 
port on it. I think they are valuable and I think if they had been 
in effect some time ago, it would have prevented at least part of the 
abuses and evils which we have suffered. 

The Cuarrman. Are there any other questions, gentlemen ? 

Senator Payne. 

Senator Payne. I would like to ask Mr. Hollyday a question, so the 
record will be as clear as possible on this. 

You made reference in your statement to the man who was reported 
to have received a $10,000 payment from a builder. 

Was that discussed at all with Mr. Cole? Do you remember? 

Mr. Hottypay. I don’t think so, sir. 

Senator Payne. You don’t think it was? 

Mr. Hotixpay. I don’t think that was taken up with him. . 
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Senator Parner. Did that information come to you shortly after you 
had taken over office? 


Mr. Hotuypay. I would say it came to me pretty closely around the 
= - a first week in July. I came with the Administration on 
ril 17. 
nator Payne. Did you, in your own mind, satisfy yourself that 
there might have been facts in the report that was made? 
Mr. Hottypay. Senator, I was very gravely concerned and tried 
with the best advice that I could get over a fairly 1 


ong riod of time, 
to establish the allegation, and when I couldn’t, I felt that unques- 
tionably the matter should be turned over to the Department of 
Justice. 


Senator Payne. And it was turned over? 


Mr. Hottypay. Yes, sir; it was. December 18. If I had to pin- 
point it, maybe it would be July 10 to December 18 when it was in 
my hands. 

Senator Payne. So, after you had tried in every way possible to 
determine whether or not there were facts behind the i Ay and you 
were unable to come up to a point of being able to fairly judge it to 
a conclusion, you then handed it over with the Department of Fastice! 

Mr. Hotarypay. That’s exactly right, sir. 

The Cuarrman. I have tables showing the status of the lending pro- 
grams of FHA, which will be inserted in the record. 

(The tables referred to follow :) 


the report of the President’s Advisory Committee on Housing 


r. 81, 1954, and status of the programs as of Mar. $1, 1954 


Mortgages and loans insured by FHA, 19365 to Ma 


] 


a. . petites af thee tabie om m. 78 Of 
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The CHarrmMan. We will now recess until 10 o’clock next Wednes- 
day, at which time we will have as witnesses Mr. Greene, Mr. Murphy, 
and others. 


(Whereupon, at 2:50 p. m., the committee recessed to reconvene at 
10 a. m., Wednesday, April 28, 1954.) 
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WEDNESDAY, APRIL 28, 1954 


Unitep States Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bricker, Ives, Bennett, Bush, Beall, 
Payne, Maybank, Frear, Douglas, and Lehman. 

The Cuarmman. The committee will come to order. 

Our first witness this morning will be Mr. Walter L. Greene. Mr. 
Greene, will you please come forward? Will you be sworn, please? 

Do you promise to tell the truth, the whole truth, and nothing but 
the truth, so help you God? 


TESTIMONY OF WALTER L. GREENE, DEPUTY COMMISSIONER 
(Retired), FEDERAL HOUSING ADMINISTRATION 


Mr. Greene. I do. 

The Cuarrman. Thank you. You may be seated, Mr. Greene. 

Do you have a prepared statement, Mr. Greene, that you wish to 
make? 

Mr. Greenz. No, Senator; I do not have a prepared statement. I 
have a few suggestions that I would like to make. 

The Cuarmman. Let me ask you a couple of questions, first, and get 
you identified here, so that your testimony will possibly be worth more. 

How long have you been with the FHA ? 

Mr. Greene. Since the inception of the FHA. 

The Cuatrman. Since 1934? 

Mr. Greene. Yes, sir. 

The Cuarmrman. And what has been your position ? 

Mr. Greene. I started out in the Birmingham office as executive 
assistant to the director, and transferred to Washington in 1937, as 
an underwriter in the Underwriting Division, Chief of the Location 
Section of the Underwriting Division. 

The Cuarrman. Chief of the Location Section? 

Mr. Greene. Yes. That is a part of the appraising operation. 

The Cuarrman. That is a part of the appraising operation? 

Mr. Greene. Yes, sir. 

I was transferred in 1939 or 1940, and later became zone commis- 
sioner, now called regional director, for the west coast area. And then 
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I became Deputy Commissioner under Mr. Richards, and retained 
that title until 1952, when I became Commissioner. And then I again 
became Deputy Commissioner, when Mr. Hollyday—— 

The Cuamman. You have been Deputy Commissioner during the 
entire tenure of Mr. Hollyday ? 

Mr. Greene. That is right. 

The Cuarmrman. You resigned just recently ? 

Mr. Greene. That is right, on the 14th. 

The Cuarrman. April 14th? 

Mr. Greene. Yes, sir. 

The Cuarrman. You were Commissioner how long, for how many 
years / 

Mr. Greens. About 9 months. 

The Cuamman. That was what period / 

Mr. Greene. From July 1, 1952, until April of 1953. 

The Cuamman. You were Deputy Commissioner for how iong? 

Mr. Greene. Deputy Commissioner from 1947 to 1952, under Mr. 
Richards, and for 1 year under Mr. Hollyday. 

The Cuamman. As Deputy Commissioner, did you have any spe- 
cific responsibilities or duties above, say, others? I know you were 
a sort of assistant general manager, but did you have any specific 
duties above others? 

Mr. Greene. As Deputy Commissioner I had no specific operations. 
My job was to assist the Commissioner in the administration of the 
FHA and to coordinate the activities. I was chairman of the Finance 
Committee for 6 years. 

The Cuarrman. You are very, very familiar, then, with the opera- 
tions of title I? 

Mr. Greene. Well, I have never operated diréctly in title I. 

The Cuarrman. I see. 

Mr. Greene. I am familiar with the operation. 

The Cuamman. As Deputy Commissioner you would be. 

Mr. Greene. Yes, sir. 

The Cuatrrman, And you are familiar with the operations of sec- 
tion 608? 

Mr. Greene. Yes, sir. 

The Cuarrman, Tell us, Mr. Greene, in your own way, what you 
think we ought to do to tighten up or improve or eliminate from this 
new bill the possibilities of the alleged irregularities ever happening 
again that we have been hearing so much about here in the past 3 
weeks. Or, if you do not think the legislation needs to be changed 
or tightened, tell us what you think ought to be done with the admin- 
istration of the act, as written, to avoid or eliminate the things we 
have been hearing about. 

Mr. Greene. Senator, in connection with title I, I would like to 
make for your consideration two suggestions. 

In the first place, let me say that I think title I is basically an excel- 
lent program. I think if it was confined more to the structural re- 
pairs and improvements, it would adhere closer to that basic concept. 

I would suggest that, legislativewise, the statute should be changed 
to provide for the interpretation that would not rule out all gadgets, 
as some of them are very essential in the improvement and mainte- 
nance of residential properties. But I think it would be well if most 
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of them could be ruled out so that basically you would keep to the 
original idea of structural improvements and repairs. 

The Carman, From the very beginning, did you have that broad 
interpretation of home improvements, to include all sorts of gadgets, 
back in 1934? 

Mr. Greene. It seems that we did, Senator, as long as I can 
remember it. There was not so many of them as there has been in 
the recent past, but I think it has always been the same interpretation. 

The CuHarrman. Did it work like this, to your knowledge, that 
a manufacturer would come in and bring in a gadget and say, “I want 
to get this approved for insurance purposes.” Is that the way it 
worked ¢ 

Mr. Greene. That is right. 

The Carman. And then did you have a committee that would 
pass upon those individual, let’s call them gadgets, for lack of a bet- 
ter name at the moment, or products, I presume we should call them. 

Mr. Greene. They were passed upon by the Title I Division of 
FHA 

The Cuarrman. By a special committee / 

Mr. Greene. I believe by a special committee. 

The CuamrMan. You wouldn’t happen to remember who was the 
chairman ¢ 

Mr. Greene. I don’t remember. I am not sure there was a com- 
mittee, but I think there was. 

The CHarrmMan. But it would work like this: A manufacturer would 
come in and bring his product in and convince the officials that they 
ought to put it on the Vist, so that it could be insured by FHA? Is 
that the way it worked? 

Mr. Greeye, Yes, sir. 

The Cuamman. And was that done under the home-improvement 
language of the bill? 

Mr. Greene. Well, I don’t know what the basis of the interpre- 
tation was,. Senator. 

The CHarrman,. Could you tell us, for example, how television 
aerials became approved, or would you know ¢ 

Mr. Greene. No, I wouldn’t know. 

The CHatrrman. You wouldn’t know how any of them specifically 
became approved ? 

Mr. Greene. No, 

The Caareman. But you do know they were approved ? 

Mr. Greene. That is right. 

The Cuarrman. You feel that what we ought to do in the Congress 
is to write specifically the items that can be insured, and limit it to 





repairs? 

Mr. Greene, It is going to be difficult for the Congress to do it 
directly. In other words, I think it would be better if they could pro- 
vide language under which the Counsel of FHA could have some 
latitude, because I think some of these things should remain in the 
program. I think most of them should go out. 

T have another suggestion—— 

The Cnarrman, It has been said there were 500 to 600 items, We 
put the list. in the record here the other day. I doubt if it is quite 500 
to 600. It may well be, but it is a very large list. (See p. 1597.) 
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You think it ought to be confined to just what we know to be home 
repairs and home improvements? 

Mr. Greene. I think, Senator, that it is terrifically important that 
some provision, such as title I, remain available in order that we can 
conserve the vast inventory of existing houses, to keep them in repair 
and to keep them improved, to keep depreciation from working on 
them. And I think that some of the items that we now consider as 
appliances very properly are to be considered in the light of home 
improvements to the existing inventory. 

The Cuarrman. What do you think happened that caused the FHA 
to include so many—several hundred—items that they did, which 
really were not in the category of repairs or home improvements in the 
sense that we normally think of repairs and home improvements? 

Mr. Greene. Well, I don’t know that I could give you a very good 
answer on that, because this is a thing that has grown through the 
years, and if one type of improvement,:so-called improvement, was 
eligible, another type that was close to it would be considered eligible 
too. It would naturally grow under that type of interpretation. 

The Cratrman. Is it your thought that if it was confined to what 
we normally think of as home improvements and repairs, that you 
would eliminate these salesmen and all the abuses that have evidently 
grown up here in cheating the property owner? 

Mr. Greene. Not entirely by that means alone. I would suggest 
in addition to that—— 

The Crarman. You have another suggestion ? 

Mr. Greenr. T have two more. 

Senator Ives. Mr. Chairman? 

The CHarrman. Senator Ives. 

Senator Ives. I was wondering at this stage if it wouldn’t be a good 
idea to find out just exactly what we mean by normal home improve- 
ments. When you started out in your statement, Mr. Greene, you 
said such improvements should be limited to structural improve- 
ments. And now you branch out and indicate that you feel they 
should cover home appliances. To what extent are home appliances 
structural improvements? 

Mr. Greene. Senator, I hate to mention a specific item, but I guess 
it is probably best that I do, so that I might be right. And I use for 
an example—I am not even sure we allow them today—disposals, 
dishwashers, items of that kind. They are becoming very common 
practice in homes. 

Senator Ives. You regard those as structural improvements? 

Mr. Greene. Well, you can regard them as structural improve- 
ments, yes. 

Senator Ives. I was wondering where we are going to draw the 
line. I don’t criticize those people who have expanded it so much, 
because I can see it is difficult to draw a line. 

Mr. Greene. That is the reason I stated I think it would be difficult 
for the Congress to—— 

The CHarrman. Why do you suppose a disposal would be more 
important to a home than a washing machine? 

Mr. Greene. I don’t think it would. I think if a washing machine 
is definitely attached to the structure and becomes a part of the laun- 
dry, it would probably be included. 


The 
thing | 
ers ant 

Mr. 
tioniny 
usage 
a mob 
it is p 

The 
one of 
of the 
misre 
thing 


HOUSING ACT OF 1954 1653 


The Cuamman. Certainly we can start out on the basis that any- 
thing that falls in the category of consumer goods, such as dishwash- 
ers and disposals, and so forth ought not to be included. 

Mr, Greene, Yes. For example, we had the question of air condi- 
Cowing, Air conditioning is certainly coming into very common 
usage by all homeowners, but there is a lot of difference in whether it is 
a mobile unit that you could pick up and walk away with, or whether 
it is part of your structure, fastened to it. 

The Cuarmman. Do you have any knowledge of which particular 
one of these items or categories of items that were insured caused most 
of the trouble, with these hordes of salesmen that were out allegedly 
misrepresenting the facts? Was it the consumer goods and of the 
things that were insured, or was it the roofs, sidings, floors, or was it 
everything ? 

Mr. Greene. It was not always consumer goods. As I recall it, we 
had considerable difficulty with roofings and sidings at one time. 

Our second suggestion, Senator, is that I believe a coinsurance fea- 
ture should be introduced that would work something like this—— 

‘The Cuarrman. A coinsurance feature / 

Mr. Greene. Yes. Where an institution had a claimed ratio of 2 
percent or more, they would be put under a coinsurance provision, to 
the extent of at least 5 percent. 

The Cuarrman. You mean by that if they had a loss of a thousand 
dollars today, that they would take, say, maybe $200 of the loss and 
the Government would take $800 of it. Is that what you mean ? 

Mr. Greene. Yes, sir. 

The Cuarrman. In other words, they would have a little loss. 

Mr. Greene. If their claims ratio was higher than the average, 
then they would not be paid 100 percent of their claim, but would 
have to carry a part of that as their own loss. For example, a grad- 
uation scale, if you wish, with a 2 percent claims ratio, where they 
would only get 95 percent. If they had a claims ratio of 3 percent, 
it would only be 75 percent or 80 percent. I think it would help. 

The Cuarrman. What would you think of just a flat arrangement, 
whereby they always shared in a portion of every loss? 

Mr. Greenr. I think it would be good, except that I don’t believe 
you need it for some institutions, where they are doing a good job. 

The Cuateman. I am thinking in terms, say, if a bank’s loss was 
$10,000 in a given year, they would—I don’t know whether this is 
the right figure or not, but they would absorb $2,000 of the loss, and 
FHA would insure $8,000. 

Mr. Greene. Yes. 

The Crarrman. Meaning that wherever there was a loss that they 
would share a portion of it. As it is now, they possibly never share 
any of the loss, because they get 10 percent of their total outstanding 
that is always insured at any one time. 

Mr. Greene. I think it might be better to have the coinsurance fea- 
ture apply to the institutions who have higher than an average claims 
ratio. 

The Cuarman. Those are the only two suggestions you have to 
improve title I ¢ 

Mr. Greene. The third one I have is a better policing by the FHA. 
Policing alone, Senator, will not do the job, and we should not have 
to depend upon policing to do the job. If there are things in the 
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legislation or things in the administrative handling of the legislation 
that can cure the troubles, they should be cured at that point rather 
than by policing. 

But I think we will always have the necessity of doing a certain 
amount of policing and it should be done properly and adequately. 
We have not been able to do that. 

The Cuarmman. Would it ruin the program entirely if you required 
that these banks sign an affidavit or sign a statement that they had 
checked personally with the person who received the loan, the person 
that received the goods, and that everything was all right? Don’t 
you think they would do that if it was a private loan under which 
the Government was not guaranteeing anything? 

Mr. Greene. I think they do that, Senator, under the new regula- 
tions that Mr. Hollyday put ix. They have a waiting period of some 
4 or 5 days in which the bank gets in touch with the borrower, and 
acquaints him with the fact that he is actually borrowing his money 
from this bank, and as to the completion certificate, and things of 
that kind. I believe it will adequately take care of that. 

The Cuamman. You think we ought to make a part of the law 
those regulations that were promulgated by Mr. Hollyday a few 
months ago ¢ 

Mr. Greene. I would see no harm in doing so, although I don’t 
believe it would be essential. 

Senator Ives. Mr. Chairman? 

The Cuarmman. Senator Ives. 

Senator Ives. How would you have this apply to declining bal- 
ances, under the amounts paid off ¢ 

Mr. Greene. You mean in the coinsurance plan ? 

Senator Ives. Yes. 

Mr. Greene. I would say, Senator, that it would work like this: 
That if an institution was running a 2-percent claims record, that so 
long as that claims record remained at 2 percent we would only pay 
them, say, 95-cents on every dollar of the unpaid balance that they 
make a claim for, meaning that they would actually have to suffer 5 
percent of the loss. 

It requires the lending officer of this institution to report to his 
directors that he did so. It brings it to the attention of the directors 
of the lending institution. 

The Cuamman. Mr. Greene, I don’t think we have had any testi- 
mony yet but what the banks have been amply protected. I think the 
testimony to date has proven that the Federal wena hasn’t lost 
any money yet. 

What we are trying to find here is a method or a system to write into 
the law to protect the property owner himself, who seems to have 
carried the brunt of the onli What I am personally trying to find 
is a system whereby we can write into the law something compellin 
the banker, the lender, or the dealer, or both—and I think it might well 
be the banker—to absolutely make certain that the property owner 
was not fleeced or taken advantage of by the dealer or by the salesman. 

That is what we are trying to do, T think. Collections have been 


good so far, and one can well understand why they have been ; 
If a bank can’t collect it, they turn it over to the local FHA people, 
who are the Federal Government, and if they can’t collect it they turn 
it over to the Attorney General, who is the Federal Government. The 
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average person is afraid of the Federal Government as a collector. 
When a Federal Government man comes around and says, “You owe 
me money,” they generally find some way of paying it. 

So I think our problem is to find some way to eliminate the dealers 
and the salesmen taking advantage of the property owner, or the 
man that borrows the money, or the man that wants to get his home 
repaired. That seems to have been the basis of our trouble, hasn’t it ? 

Mr. Greene. Yes; I agree with you that is undoubtedly the basis 
of the trouble. 

I believe, Senator, that you have protection against those items, if 
we can exercise those protections. 

Now, let me review for a minute what happens—— 

The CrHatrrman. Let me ask you this: Why shouldn’t the lender 
sign an affidavit, a straight out-and-out affidavit, that he or his people 
have talked to the man that borrowed the money, and that he has 
received the goods that he bought and that they have been installed, 
and that he is perfectly satisfied ¢ 

Senator Ives. In other words, why shouldn’t he pursue the same 
course he would pursue if the Government weren’t in the picture? 

The Cuarman. That is my point. I think he would do that even 
if the Government wasn’t in the picture. 

Mr. Greene. There is no reason why he could not do that. I have 
talked to some of the lenders along that line. They say, if you take 
individual cases, that here is a man who has applied for a title I 
loan, and he works out at a field plant every day, and to have him 
stop and come into the bank so that they can talk to him—— 

The CuHarrman. Let them go out there. They are getting 9.6 per- 
cent, less a half a percent for insurance. It is certainly bigger than 
the 2 or 214 percent they get from Government bonds. 

Mr. Greene. I would certainly have no objection to that, Senator. 
I do raise the question that it might affect the program. I believe 
what you have now would do adequately where the bank is required 
to get in touch with him. 

The Cuarrman. Do you think it was ever possible for the abuses 
and alleged irregularities and downright crookedness, that we have 
been hearing about here for 3 weeks, as testified to by Mr. Olney, 
the head of the Criminal Division of the Department of Justice, for 
that sort of thing to exist without the lender or the banker knowing 
about it or being a part of it? 

Mr. Greene. To me, Senator, these problems are astounding. I 
can’t reconcile them. Mr. Olney referred to hundreds of thousands 
of cases. How that possibly could be, in a job I was in, with hun- 
dreds of thousands of cases going on, is beyond my comprehension. 
I say that to you frankly, because I did not realize that any such 
condition was going on. 

I feel today that you may find that the hundreds of thousands of 
cases about which Mr. Olney is referring are in the main what we 
might term service disputes. The man didn’t like the way that his 
job was done, he complained to the State director, the State director 
got the builder in, and the builder corrected the job. It wasn’t com- 
plete. It wasn’t a normal operation or anything of that nature. I 
don’t believe you will find anything like 100,000 or 50,000 or 25,000 
irregularities in title I operations. 
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The Cuarrman. Let’s say there were tens of thousands rather than 
hundreds of thousands. It would still be too many. 

Mr. Greene. Agreed. 

The Cuarmman. I don’t think there is any question but what it has 
been widespread. Whether it be tens of thousands or hundreds of 
thousands, I don’t think there is any question but what it has been 


widespread. 

‘And the unfortunate part about it is there is no question in my 
mind that people felt they were doing business with the Federal 
Government. When they were cheated, they rather felt the Federal 
Government was part of the transaction and that the Federal Govern- 
ment ought to give them better protection. Of course, that is inherent 
a time the Federal Government enters into this sort of thing. 

ut I think our problem here in title I is to write the law to find 
some way to protect the property owner. It looks to me as though 
the banker has been weil, protected, the dealer has been well pro- 
tected, the salesman has been well protected. The poor property 
owner sitting out there, who has borrowed the money and who has 
bought the goods and paid the bill, I think we have to find some way 
of protecting him. 

Mr. Greene. Well, sir, I think 

The Cuarrman. I think all these things you have suggested will be 
helpful. I think they are good. 

Senator Busu. Mr. Chairman? 

The Cuarrman. Senator Bush. 

Senator Bus. Do you think this serves a useful purpose in the 
general scheme? 

Mr. Greene. Indeed I do, Senator. I think it is an excellent pro- 
gram. It started out, as you know, to get the work back on the board 
again, but it has a much more important basis than that. When you 
think of the great number—I can’t quote it; I don’t know whether it is 
40 million or 50 million existing homes—that are gradually depre- 
ciating, a program such as title 1, where over a reasonable period you 
could keep those places up to conserve the inventory of existing 
houses, I think is a basically good program, whether it is conducted by 
the Government or conducted by private institutions. 

Senator Bus. Why does it have to be conducted by the Federal 
Government? These loans—as you say, the FHA hasn’t lost any 
money on this. Why can’t this whole program be done without the 
FHA at all? 

Mr. Greene. There is no reason that I know of why it cannot be 
done by private capital, except that the Government has, in the past, 
been responsible for the charges of that type of operation. 

Senator Busu. I hope the Government isn’t responsible for the 
charges made by these contractors. 

Mr. Greene. I mean the interest rate. Consumer credit is generally 
at a high interest rate. You speak of 9.7—— 

The Cuamman. 9.6. They may pay either a half or three quarters 
percent insurance fee. 

Mr. Greens. Three-quarters. So they actually get eight and a 
fraction. I think you will find that is less than the rate provided for, 
for independent consumer credit. 
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Senator Busu. Then you think that the volume of the work that 
has been done has been stimulated by the Government subsidizing the 
interest rate? 

Mr. Greene. I don’t understand about subsidizing the interest rate. 

Senator Busu. I thought you inferred—I don’t mean to put words 
in your mouth, but I thought you inferred that by the Government 
fixing these interest rates at a low, low rate, that that had resulted 
in more business having been done than might have been done in a 
free market. 

Mr. Greene. Oh, yes; I think that is true, Senator. 

Senator Busu. I call that subsidizing the interest rate, because the 
Government guaranty is what subsidizes the interest rate. There 
is no question about that, is there? 

Mr. Greene. No. 

Senator Busu. Now, my point is: Haven’t we gotten to the point 
where you have dispensed with title I altogether, and still do the job 
that you think needs to be done? Do you think that if title I were 
abolished, that the lenders would immediately put up the interest 
rates, jack them up? 

Mr. Greene. I don’t know that they would do so immediately. I 
think the competition might drive them up a little bit as we went 
along. And I am not sure that you would get as broad a coverage of 
title I loans available to people in all communities as you do today. I 
think that many institutions would go right along with their own pro- 
gram, whether they have the insurance or not. 

Senator Busu. Because they couldn’t afford to do it? 

Mr. Greene. Yes, sir. They don’t have a large enough volume—— 

Senator Busu. How can they afford to do it now? 

Mr. Greene. It depends upon the Government guaranteeing them. 

Senator Busu. But they don’t lose much money, so they don’t need 
it. 

Mr. Greener. The question is whether they would make it without 
that. 

Senator Busu. But if the loss ratio has been very low, which I 
understand your figures indicate, certainly they ought to have learned 
by now that these are pretty good loans. 

Mr. Greene. If private industry would carry its own, I see no rea- 
son for the Government remaining in. 

Senator Busu. I think that is a very good statement. You, on the 
other hand, are not optimistic about the ability of private industry to 
go ahead and do it? 

Mr. Greene. I am not too optimistic about it, to the extent that 
you would get the coverage that you have today. I think the large 
institutions would undoubtedly go ahead under their own plan. The 
were not entirely enthusiastic about the title I program when it 
started. 

If you recall, in 1934 the National City Bank of New York was 
about the only institution that had a large consumer credit operation. 
And after that, many of them came into the field. And that has 
gradually grown up. Today I think a great many would continue 
under their own plan, keeping their own reserves, if the Government 
would allow them the business. 

The Cuatmrman. Mr. Greene, why did you and others in the Admin- 
istration, knowing of these irregularities, recommend to us that we 
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increase the amount from $2,500 to $3,000, and lengthen the terms, 
just 3 or 4 months ago? 

Mr. Greene. Senator, I would say that that—— 

The CHamman. In all fairness, this was recommended by the 
President’s Commission likewise. 

Mr. Greene. I would say that was more of a concurrence with 
FHA, as I recall it, than anything else. We did not raise the question 
or initiate the idea of increasing the amount. There was a call for it, 
from some quarters—I don’t remember exactly why. 

The Carman. You mean it was recommended by the President’s 
Commission ? 

Mr. Greene. The President’s Commission was one of them that con- 
sidered it and discussed it. In fact, they were discussing raising the 
amount to $5,000. 

The CHarrman. They even discussed raising it from $2,500 to 
$5,000. 

Mr. Greene. There was a discussion to raise it to $5,000. I am not 
sure that was in the President’s Commission or elsewhere. But that 
was frequently discussed. 

The Cuarmman. It was made outside the recommendations that Mr. 
Hollyday put in, the changes last fall? They made’ no recommenda- 
tions as to tightening the law to eliminate the alleged abuses and 
irregularities, did they ? 

Mr. Greene. No, sir, other than those that Mr. Hollyday had 
recommended. 

Senator Bennett. Mr. Chairman? 

The Cuatmrman. Senator Bennett. 

Senator Bennerr. Mr. Chairman, while we are still talking title I, 
I would like to get into the record at this point, with your permis- 
sion, a letter which describes in very illuminating detail, the method 
by which I think the total volume of title I loans had been forced up. 

This letter came to me, dated April 23. T have deleted the names, 
but the story is a very interesting one: 


We have been reading about the above investigation in the daily newspapers. 
On August 7, 1952, a salesman by the name of Mr. T sold to us under extreme 
high pressure methods a fire alarm system for our home under an FHA home 
improvement loan. We were told by Mr. T that it would be mandatory by 


January of 1954, by the FHA to have this equipment in our home before they 
would O. K. a loan. 


In other words, before you could get a standard FHA loan, you 
had to have a fire alarm. 

Senator Dove.as. This was not fire preventive, but fire alarm ! 

Senator Bennett. This is a mechanical fire alarm system. 

Senator Doveras. For a single-family house? 

Senator Bennert. For a single-family house. And it says: 


It was to our advantage to have it installed at that time in the event we should 
ever sell our home, which we were thinking of doing at that time. We, as sellers, 
would have to install the system. The FHA specifications at times are very 
peculiar, so we believed the salesman. 

Mr. and Mrs. R also bought one of these systems and were told by the Blank 
Blank Co., who financed both the loans, that someone from the FHA would 


be down to inspect the equipment in order to arrive at a fair price after the bank 
had turned the account back to the FHA. 


That is a little bit too difficult for me to follow. 
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Neither of us has seen an inspector. 
Mr. and Mrs. R’s system cost $485 for seven units and no siren. We were 
charged $410.for 11 units and a siren. 


And, this is interesting : 
We were promised a fire insurance policy which never arrived. 


Apparently, the salesman said, “We will throw in with the alarm 
system a special fire insurance policy,” which never arrived. 


The samme promise was made to the R’s. 

Mr. and Mrs. R’s system was sold to them by a Mr. Y. Mr. T made the ap- 
proach, then bowed out of the picture, with the explanation that he was new 
at the business, and Mr. Y would take over. Mr. T was called back for the sign- 
ing of the contracts from a parked automobile in front of the house. The same 
thing happened to us, only it was Mr. Y who made the approach, and the same 
sequence of events followed, with Mr. T doing the selling. From the description 
given by the R’s they did not switch names—just places. 

The contracts were signed on X Fire Alarm Co. forms. We wrote to the 
company but they disclaimed any responsibility, with the explanation that they 
had sold the franchise for this territory to a Mr. V, of Z city. Mr. T and Mr. ¥ 
sold our contracts to Mr. V, who in turn sold them to the Blank Bank Co. 
Mr. R went to Z city to see Mr. V, who promised to reimburse Mr. R, but Mr. 
V left town immediately, after being called on the carpet by the FHA office. 

There were other cases of these same 2 salesmen m»king sales in these 2 
cities, and their accounts being turned over to the / HA for collection, as ours 
have been. We asked the bank for their names but they would never reveal them 
to us. They seems quite unhappy when the R’s and us made contact with the 
bank. 

We have made investigation on our own of two other people in the county 
who bought fire alarms systems. These twe were not sold by the same salesmen 
or the above company. They varied from $187 to $359 for practically the same 
thing the R’s and we were charged $410 and $435 for. 

We were both told that no laws had been violated in either of our cases, and 
that we would be forced to pay for the equipment, even though the promises. 
and statements by the salesmen had not been fulfilled. \Ve are both making 
payments to the FHA directly at this time. 

We are under the impression that the FHA needs a thoough housecleaning 
regarding title I loans, especially on the subject of siding, which is offered by 
the door-to-door salesmen for between $700 and $800, which any lumberyard will 
give quotations for approximately $360, labor included, for exactly the same 
product and quality. If the above information is helpful in your investiga- 
tion, we shall be most happy. 


I would like to put the letter m its complete form in the record. 
The Cuairman. Without objection, we will place it in the record. 
(The letter referred to follows:) 
APRIL 23, 1954. 
Re FHA investigation—Title I loans. 


Hon. WALLACE F. BENNETT, 
United States Senate, Washington, D. C. 

Dear Str: We have been reading about the above investigation in the daily 
newspapers. 

On August 7, 1952, a salesman by the name of Mr, T sold to us under extreme 
high-pressure methods a fire-alarm system for our home under an FHA home- 
improvement loan. We were told by Mr. T that it would be mandatory by 
January of 1954 by the FHA to have this equipment in our home before they 
would O. K. a loan. It was to our advantage to have it installed at that time in 
the event we should ever sell our home, which we were thinking of doing at that 
time. We, as sellers, would have to install the system. The FHA specifications 
at times are very peculiar, so we believed the salesman. 

Mr. and Mrs. R also bought one of these systems and were told by the Blank 
Bank Co., who financed both the loans, that someone from the FHA would be 
down to inspect the equipment in order to arrive at a fair price after the bank 
had turned the account back to the FHA. Neither of us has seen an inspector. 

Mr. and Mrs. R’s system cost $435 for 7 units and no siren. We were charged 
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$410 for 11 units and a siren. We were promised a fire-insurance policy which 
never arrived. The same promise was made to the R’s. 

Mr. and Mrs. R’s system was sold to them by a Mr. Y. Mr. T made the 
approach, then bowed out of the picture with the explanation that he was new 
at the business and Mr. Y would take over. Mr. T was called back for the signing 
of the contracts from a parked automobile in front of the house. The same thing 
happened to us, only it was Mr. Y who made the approach, and the same sequence 
of events followed, with Mr. T doing the selling. From the description given 
by the R’s they did not switch names—just places. 

The contracts were signed on X Fire Alarm Co. forms. We wrote to the 
company, but they disclaimed any responsibility with the explanation that they 
had sold the franchise for this territory to a Mr. V of Z City. Mr. T and Mr. Y 
sold our contracts to Mr. V, who in turn sold them to the Blank Bank Co. Mr. R 
went to Z City to see Mr. V, who promised to reimburse Mr. R, but Mr. V left 
town immediately, after being called on the carpet by the FHA office in Z. 

There were other cases of these same two salesmen making sales in P and Z 
and their accounts being turned over to the FAA for collection as ours have 
been. We asked the bank for their names, but they would never reveal them to 
us. They seemed quite unhappy when the R’s and us made contact. 

We have made investigation on our own of two other people in the county 
who bought fire-alarm systems. These two were not sold by the aforementioned 
salesmen or the above company was not connected with them. They varied from 
$187 to $359.76 for practically the same thing the R’s and we were charged for. 
The homeowners were quite satisfied with their purchase. The Blank Bank Co. 
financed one of the above-mentioned systems. 

We were both told that no laws had been violated in either of our cases and 
that we would be forced to pay for the equipment, even though the promises and 
statements by the salesmen had not been fulfilled. We are both making payments 
to the FHA directly at this time. 

We are under the impression that the FHA needs a thorough housecleaning 
regarding title I loans, especially on the subject of siding which is offered by the 
door-te-door salesmen for between $700 and $800, which any lumber yard will 
give quotations for approximately $360, labor included, for exactly the same 
product and quality. If the above information is helpful in your investigation, 
we shall be most happy. f 

Very truly yours, 
Mr. and Mrs. D. 

The Cuamman. Let me ask you this: Do you think the bank knew 
about the activities of the salesmen who were selling these so-called 
fire alarms and financing them through the bank? Do you think that 
banker knew about this? 

Mr. Greene. No; I do not. 

The Crarrman. You do not think he did? 

Mr. Greene. No, sir. 

The Cuarrman. You think he was absolutely ignorant of what was 
going on? 

Mr. Greene. I think that is entirely possible. 

The Cuamman. Let me ask you this question. We are going to 
get into that. Would you happen to know who it was in the FHA 
that approved fire alarm, burglar- and fire-alarm systems, to be made 
a port of this program? 

Mr. Greene. No; I don’t. 

The CHamman. Would you happen to know when they were 
approved ? 

Mr. Greener. No. 

The Cuamman. Was it 2 years ago, 4, 6, 8, or 10 years ago? 

7 9 

Mr. Greene. No; I don’t know. 

The Cuamman. Is there anybody in the room that could tell us? 

Mr. Greene. Mr. Bovard might be able to. 

The Cuatrman. I don’t mind tell you that when we get into the 
real investigation of this, we are going to get the FHA papers, we are 
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going to get the representatives that came in and got fire alarms 
approved, and many other things. We are going to get into it and 
find out how it happened. ‘ 

But you wouldn’t know at the moment, or you couldn’t give us any 
help? 

Mr. Greene. I couldn’t, Senator. I didn’t come into the operation 
of approving those loans. 

The CuairMAN. We are going to find out. If there are any papers 
with respect to the fire alarms, we are going to get them before the 
committee. We are going to get the FHA man that approved it, we 
are going to get the people that came in and asked that it be approved. 
We are going to bring them before our committee, and we are going 
to ask them how they did it, and under what circumstances, because 
to me it is just beyond imagination that anyone would approve that 
sort of thing under these titles. 

Senator Lehman. 

Senator Lenman. I was not here when you gave the major part of 
your testimony. This question which I am going to address to you 
now may have been discussed earlier in the morning. 

I personally believe that title I has served a very great purpose, and 
has been helpful, in my opinion, to many thousands, if not hundreds 
of thousands, of homeowners, of moderate or small means. I should 
very mich dislike to see it discontinued. On the other hand, I realize 
that we must plug up some of the loopholes because of which abuses 
have crept in. 

In the testimony of Mr. Olney last week he said that most of the 
abuses and frauds, if you call them frauds, occurred in those instances 
where the deal with the bank was made by the builder or by the dealer, 
and that in those cases in which the negotiations were carried out and 
consummated by the homeowner himself, with the bank, there were 
very few, if any, cases of fraud or misrepresentation. 

It seems to me that is an extremely important point to which we 
must address ourselves when we seek to write the new housing bill. 
I would like to get your judgment as to the accuracy of Mr. Olney’s 
statement, which makes sense to me. In other words, do you think 
that we should write into the bill a provision that the negotiations 
must be carried out and consummated between the homeowner himself 
and the bank, rather than between the dealer and the bank? 

Mr. Greene. Senator, I stated a moment ago that I agreed thor- 
oughly that the program has done a great deal of good. I have sug- 
gested a method of coinsurance as a further protection. 

I agree with Mr. Olney that complaints generally don’t come from 
homeowners who make that transaction directly with the institution, 
but most of the complaints and irregularities result from dealer opera- 
tions. 

I would suggest that we not lose sight, however, of the great volume 
of business that is done by perfectly reliable, responsible, and honest 


dealers, and I think they should be retained in the program. T think 
that there should be a contact between the lending institutions and 
the borrower. Whether or not that is a personal contact or a telephone 
contact is a question that I am not too certain on inmy mind. Bankers 
have told me that it is very difficult for them to make personal contact 
or for the borrower to do so, because frequently he has to give up a 
day’s work to get down to the bank to talk to them about it. 
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Now, if the telephone contact could be made, as provided im the 
amendments that Mr. Hollyday put into effect last year, I think that 
will probably correct the difficulty. ; 

Senator Lenman. Do you see any reason why the borrower couldn't 
deal directly with the bank? I mean it might take up a little of his 
time, but he could go down there and make his deals, after showing 
the bank what the specifications were for the work, what the estimates 
were. It would seem to me that it would eliminate many of the abuses 
which have arisen by reason of the fact that the average homeowner 
is a man of very little experience in the line of construction, and also 
has no guidance, which I think he should have, from the lending 
institutions. 

Mr. Greene. I think there is no question but what it would eliminate 
a — portion of the abuses—— ; 

‘he CuHatrMan. Excuseme. Why shouldn’t the banker be required 
to talk to the lender and ask him specific questions that FHA might 
direct him to ask ? 

Mr. Greene. He is required to do it. 

The Cuarrman. What? 

Mr. Greene. He is required to do it, as I understand it, under the 
new regulations that Mr. Hollyday put into effect. He is not required 
by those regulations to make a personal contact. He may call over 
the phone, and he is required to do that. 

The Cuatrman. Why shouldn’t he be required to sign an affidavit 
or a statement that is the equivalent of an affidavit, that he has con- 
tacted the borrower and has asked him certain specific questions, and 
satisfied himself that the goods have been properly priced, that they 
have been properly installed, that there was no Romi, et cetera—just 
a series of statements. And, that the buyer thoroughly understands 
what he is doing, knows what he is getting, knows the price, knows 
from whom he is buying. Why shouldn’t that be required ? 

Mr. Greene. It is all right, Senator. I only question the necessity 
of making a. personal contact. If the contact is made by phone, it 
could nae serve the same purpose. 

The Carman. If the bank is going to guarantee these loans 
against loss, they should do something for their money. 

Mr. Greene. To me it is not a case of their doing something. It 
is a case of inconvenience to the homeowner. 

The Cuarrmay, It is no inconvenience to the homeowner, if ‘he 
wants to borrow $1,500 or $2,000 to honestly repair his home. If he 
wants to do it, and if he isn’t being high-pressured by some salesman 
that wants to sell him something he doesn’t need, he is happy to do 
it and wants to do it. He himself is desirous of knowing that the 
turms are correct, that the price is correct, and that the delivery is 
going to be right and that the goods are going to be right, isn’t he? 

You see, I get a little disturbed with you, Mr. Greene—not you, 
personally, but all you FHA fellows, because it runs through all 
your conversations. Al]l your conversations run the same: “We have 
to be careful here. We can’t do this. We can’t do that.” I think 
maybe that is one of the reasons why in the past we have had all these 
troubles, because you gentlemen weren’t tough. You didn’t dis- 
cipline these bankers. You didn’t say to them, “Get this information 
or else we just won’t finance anything for you.” —I think that is the 
trouble with the whole business. 
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Mr. Greene. I don’t want to leave the impression 

The Carman. I am very fond of you personally, and I am not 
talking about you personally. 

Mr. Greens. Thank you. Since you said that, you have given me 
the opportunity to say something to you that I want to say. 

The CuatrmMan. Go ahead, Say it. 

Mr. Greene. It is gratifying for me to see the fair and impartial 
method by which this committee has conducted this invesigation. 

The Cuamman. Thank you. We appreciate that. 

Mr. Greene. I don’t want to oppose what you are suggesting. All 
I am saying is I doubt whether you need to go that far. 

The Cuarrman. Thank you. 

Senator LeHman. May I ask another question ’ 

The CuatrrMan. Senator Lehman. 

Senator LeumMan. You refer to these regulations that were issued 
last October by Mr. Hollyday. I think they are sound, the greater 
part, but after all they are merely regulations, subject to change by 
the next man who comes in and takes over that part of the work. 

Under those circumstances, assuming that they are sound, would 
you not think that they should be written right into the law, rather 
than to be left to the discretion of the administrator? 

Mr. Greene. I would certainly see no objection to putting them into 
the law, Senator. 

Senator Dovenas. Mr. Chairman? 

The CHairMan. Senator Douglas. 

Senator Doveias. Two weeks ago when Mr. Frentz, I believe, was 
on the stand, I inquired whether dog kennels were types of improve- 
ments upon which loans would be authorized and insured, and the 
witness stated at that time that he was not certain. 

I find in these slips that I have before me the various types of pur- 
poses for which loans would be insured, and I find that item “kennels.” 
Am I correct, therefore, that loans could be made on kennels? 

The CrarrMan. You are correct, if it is on those slips. 

Mr. Greenn. That was the answer I was going to give you. 

Senator Dovetas. May I ask this: What justification is there for 
making a loan on dog kennels? 

Mr. Greenr. Senator, I would not attempt to justify that, except 
it was my understanding, and the legislation is so drawn, that counsel 
has nothing where he can draw the line between one type of improve- 
ment anc the other. 

The Cuarrman. It comes from improvements / 

Mr. Greene. Yes. 

Senator Dovueias. You mean this was done on the advice of counsel ¢ 

Mr. Greene. I don’t want to speak for the counsel—— 

Senator Dove.as. Who made the decisions on dog kennels? 

Mr, Greens. The counsel undoubtedly had to pass on that. 

Senator Doue.as. Doesn’t the administrator or the deputy admin- 
istrator have some responsibility in these matters? 

Mr. Greene. Yes, sir, but not to interpret the law. 

Senater Doveias. Now, wait a minute. Under whose name are 
these administrative orders issued ? 

Mr. Greens. Arthur Frentz was the Director of the Division of 
Assistant Commissioner, in charge of title I. ; 
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Senator Dove.as. Did he sign the order stating these purposes ? 

Mr. Greene. Yes. 

The Cuarrman. Who was that? 

Mr. Greene. Arthur Frentz. 

Senator Dovueias. Were those also signed by the administrator of 
FHA? 

Mr. Greene. No; I don’t recall if they were ever signed by the 
Commissioner of FHA. 

Senator Dove.as. Were they signed by the Deputy Commissioner ? 

Mr. Greene. No, sir. 

Senator Doveras. You mean this was signed by the man in charge 
of title I loans, and no review was given by FHA itself? 

Mr. Greene. Oh, I wouldn’t say that no review was given. I think 
that items of eligibility were discussed in the Title I Division—— 

Senator Doveias. Who approved dog kennels? 

Mr. Greene. I couldn’t soll 90u. 

Senator Dove as. Now, another item: swimming pools and tennis 
courts. Who authorized tennis courts and swimming pools? 

Mr. Greene. The only answer I can give you as to who approved 
individual items on that list of eligible items, is that they were ap- 
proved in the Title I Division. 

Senator Dove.as. But not reviewed by FHA, overall ? 

Mr. Greene. The Title I Division is the operating division. 

Senator Doveras. I understand. But did the Commissioner of 
FHA review these purposes for which loans would be granted ¢ 

Mr. Greene. To my knowledge, he never reviewed. 

Senator Dove.as. Never reviewed them ? 

Mr. Greene. Never reviewed individual items; no, sir. 

Senator Doveras. You permitted that section to determine what 
individual items loans should be made for? 

Mr. Greene. That was their operation, and I am certain that the 
Commissioner never reviewed individual items, unless it was particu- 
larly brought to his attention. 

Senator Doveias. What about burglar alarms, then? 

Mr. Greene. The same thing. 

Senator Dove.as. And fire alarms? 

Mr. Greene. Yes, sir. 

Senator Doveras. Don’t you think these three items—dog kennels, 
burglar alarms, fire alarms—are gross abuses of the tamariang tavsiont 

Mr. Greene. I don’t think they are necessary at all, sir. As I 
recommended before you came in, practically all of those gadgets 
should be cut out of the operation. 

Senator Doveias. Why were they permitted to come in, in the first 
place? Why is it necessary for a congressiontal investigation to 
take them out? 

Mr. Greene. I understand they came into being by the manner in 
which the legislation was drawn, and the legal interpretation that 
we had, to eligible items. 

Senator Doueias. You mean that the sky was the limit ? 

Mr. Greene. Not exactly the sky was the limit, but if it was an 
improvement to the house, it was included. 

enator Doveias. How can a dog kennel be said to be an improve- 
ment to the house? And how can a burglar alarm be necessary in a 
one-family house? In a multiple establishment and a commercial 
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establishment, it might be, but how can it be necessary in a one- 
family house ¢ 

Mr. Greene. I think it is a lot easier to justify the burglar alarm 
or the fire alarm than it is to justify a dog kennel. 

Senator Dovetas. I think it is very hard to justify any of them. 
Are you going to justify fire alarms in one-family houses ?¢ 

Mr. Greenr, No. But, as I said before you came in, there are 
items in there, disposals, dishwashing machines, laundry equip- 
ment—— 

Senator Doves. I am not going into those items. I am speaking 
of these items. 

Another item is revolving doors. Now, to what degree are revolv- 
ing doors needed in one-family housing? 

Mr. Greene. I raise the question as to whether that is an eligible 
item for residential purposes, or apartment houses, but commercial 
purposes 

Senator Doveias. You mean it would be under a commercial estab- 
lishment ? 

Mr. Greene. Yes. 

Senator Dovetas. The same would be true of marquees? 

Mr. Greene. I think so. 

Senator Douegias. And jalousies—not jealousies, but jalousies. 

Mr. Greene. Jalousies in recent years have become a part of the 
residential property. 

The Cuarrman. Mr. Greene, did they ever turn down anything? 
I would like to see the record of the items that the manufacturers 
and others have brought in which they turned down. Do you suppose 
there is such a record ? 

Mr, Greene. Senator, I am sure we have. Senator, I am sure we 
have. And I don’t know whether the gentleman the other day was 
talking facetiously when he said we had insured a loan for alimony. 
But I want to say that we have heard that every year for the past 20 
years. It is not possible for FHA to insure a loan for alimony, if the 
oan was made for that purpose. It does not become.an insured loan. 

Senator Dovetas, But it is possible to insure a loan for a dog 
kennel ? 

Mr. Greene. Yes. 

Senator Doveias. And that has not been changed? That. is still 
true? 

Mr. Greene. Oh, yes. If it is on that list. 

Senator Dovucias. And tennis courts, too! 

Mr. Greene. I don’t know, Senator. 

Senator Dovexas. The list here says tennis courts. 

Mr. Greene. If it is on the list; yes. 

The Cuarrman. That list was furnished by the FHA office. I 
want that understood that it is not our list. 

Senator Dovenas. Don’t you think people who can afford swim- 
ming pools and tennis courts normally have sufficient credit to be able 
to borrow normally from the bank without having Government in- 
surance on these matters? 

Mr. Greene. Yes; I do, Senator. I don’t think they are necessary 
at all under the title I program. 
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Senator Dove.as. You were a Deputy Commissioner of FHA, were 
you not? 


Mr. Greene. Yes, sir. 

The Cuamman. In all fairness, is it possible that the swimming 
»00ls and kennels and fire alarms, and things of that nature, were 
or commercial buildings, commercial institutions, like clubs? 

Mr. Greene. No; I don’t think so, Senator. 

The Cuamman. You think they were for private individual homes! 

Mr. Greene. I think dog kennels—in fact, I didn’t know dog ken- 

nels were approved. I haven’t checked over the individual items. 

The Cuarmman. The reason I asked that question is because we 

don’t want to be unfair. It is your opinion that they were for private 
homes ? 

Mr. Greene. I am sure the swimming pools and things like that 

were. 

Senator Bennerr. Mr. Chairman, can FHA title I loans be used 

for commercial institutions? 

The Cuarreman. I don’t think so, but I want to make certain. 
Senator Bennerr. Let’s ask that question. 

Mr. Greener. Yes, sir. 

Senator Bennett. But are FHA title I loans available for com- 
mercial institutions ¢ 

Mr. Greene. They were, and I think they still are, Senator. They 
were for some types of improvements to storefronts and things of that 
nature, in a limited amount. They were also available for apart: 
ments, when you added an extra unit. That was incorporated at the 
time when housing was pretty severe. 

Senator Busu. As far as the Senator’s comment about the kennels 
is concerned, though, I would like to ask, Mr. Greene: Is it not true 
that the purpose of this title I business was to stimulate construction 
work, to stimulate improvements on the premises? If a family had 
a pretty good house and the improvement that they wanted to make 
was to put in a kennel for the dogs, why doesn’t that make work, just 
as much as putting on a garage for the automobile? They might like 
it a lot better. If they like their dogs, why not? 

Mr. Greene. In 1934 and 1935 we would be tickled to death to do 
any kind of work. 

Senator Busu. That is the point. 

Mr. Greene. But I think the country has changed, and I think there 
is plenty of reason today for leaving those gadget items out of title I 
and reserving it as an operation for actual important structural—— 

Senator Bricker. Will you yield? 

Senator Busn. Yes. 

Senator Bricker. There has been so much talk about dog kennels, 
do you know whether or not they were built for commercial purposes, 
or just to take care of pets? 

Mr. Greene. I think it was not for commercial purposes. 

Senator Bricker. Not for commercial purposes ? 

Mr. Greene. No. 

Senator Busy. But even if there was, there would be nothing wrong 
in that, would there? 

Mr. Greene. Probably not. 

Senator Doveras. May I say to my good friend that this is an inter- 
esting extension that he is giving of a welfare state. I had believed in 
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the welfare state in housing human beings, but I had never thought it 
the responsibility of the Government to extend it to putting shelters 
over dogs. 

Senator Busa. This wasn’t a question of shelters, as 1 understand 
it. It was a question of improving the premises, to include roads and 
a lot of other things, as the Senator well knows. 

Of course, I have very great, question about the whoie value of title 
I, as to whether it oughtn’t to be scrapped. That is the question I 
think we ought to come to here. 

Senator Bricker. The fact is title 1 was to get money into circula- 
tion, and to get business moving. 

Senator Busu. In 1934, yes. 

Senator Bricker. We have long since passed the period when there 
was any need of that kind. And now they have converted it into a 
kind of a catchall for people who want to go out and promote business. 

Senator Busn. The further we get into this thing, the more it 
appears.to us that. way. And also, the fact that this insurance isn’t 
costing the Government any money, indicates to me, at least, that most 
of the legitimate work would be and could be done anyway. 

The wre Gentlemen, here is title I. Here is the property 
improvement loans under title I of the National Housing Act: 

Regulations covering class 1 and 2 loans, effective July 1, 1947, including all 
amendments to December 8, 1953. 

Here it says: 


New structures: Examples of new structures eligible for a class 2 loan, which 
may be erected on improved or unimproved real property: barns, garages, serv- 
ice buildings, wayside stands, gasoline stations, tourist cabins, bunkhouses for 
itinerant farm laborers, industrial or commercial buildings. 


I find that the law says: 


For the purpose of financing alterations, repairs and improvements upon or in 
connection with existing structures, and the building of new structures upon 
urban, suburban or rural real property, including restoration, rehabilitation, 
rebuilding and replacement of such improvements which have been damaged 
or destroyed by earthquake, conflagration, tornado, hurricane, cyclone, flood or 
other catastrophes, by the owners thereof or by the lessees of such real properties 
under a lease expiring not less than 6 months after maturity. 

Senator Dovetas. Mr. Chairman ? 

The Cnatrman. Senator Douglas. 

Senator Doveras. Mr. Greene, was it the original intent of title I 
for the Government to assume all risks on these loans? 

Mr. Greene. Senator, my recollection—I wasn’t very high in the 
Administration at the time. I was in the field office, as executive as- 
sistant to the State director, in Birmingham, Ala. I would say that 
it was largely the intention to so assume in practically all cases. Let 
me say in 1934, when FHA first opened up its new offices, we created 
what was known as better housing committees. They were voluntary 
committees in every county in the State, and those committees worked 
hard to get people to borrow money for title I, to make some sort of re- 
pair work that would get labor employed. And the primary thought 


at that time was to get labor employed. 

Senator Doveras. Do you think the community knew that or the 
Congress knew that? Because the provision was that the total amount 
of guaranty should not exceed 10 percent of the total amount of such 
loans, advances of credit and enh 


ases, I presume under title I. So 
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that the act was apparently written so that the liability of the Govern- 
ment would be limited to 10 percent of total loans. 

Mr. Greene. I am sure that the originators recognized that 10 per- 
cent accumulation would be tantamount to a 100 percent guaranty. 
You see, for every loan the institution makes—— 

Senator Doveras. You think that Congress knew that ? 

Mr. Greene. I am certain that they did, yes sir. For every loan a 
lending institution makes, they create a 10 percent reserve, and their 
claims are paid against that reserve. So, it is tantamount, after they 
have done any business at all 

Senator Doverias. Whatever may have been the original intent, I 
am glad to hear you state that in effect this was 100 percent insurance. 
Isn’t that true ? 

Mr. Greene. That istrue. 

Senator Dovetas. That is, virtually no bank would lose 10 percent 
on loans, isn’t that true? 

Mr. Greene. They would have to have a very high claims ratio be- 
fore they would begin to lose any money themselves. 

Senator Doveras. All losses up to 10 percent would be assumed by 
the Government ? 

Mr. Greene. Yes, sir. 

Senator Doveras. So that in effect this was a 100 percent guaranty. 

Mr. Greene. That isright. 

Senator Dove.as. Do you think the Government should give a 100 
percent guaranty on these loans? 

Mr. Greene. | suggested a moment ago that a coinsurance feature 
should be introduced into title I. 

Senator Doveias. What would you say to a provision that not more 
than 80 percent or 90 percent of the individual loan should be insured, 
not 10 percent of all loans? 

The Cuatrman. That is what he suggested. 

Senator Dovetas. 80 percent to 90 percent of the individual loan ? 

Mr. Greene. I didn’t attempt to set the place where you should do it, 
but I think some coinsurance—— 

The Cuatrman. He recommended that if there were any losses, the 
bank should take a portion of every loss and the Government take a 
portion. 

Senator Doveras. Had that been considered inside FHA prior to the 
developments of the last few weeks? 

Mr. Greene. Yes, it was considered from time to time. 

Senator Doveias. Why was it not adopted ¢ 

Mr. Greene. Well, it was presumably considered not necessary. 

Senator Dovenas. Pardon ¢ 

Mr. Greene. Presumably it was considered not necessary or 
essential. 

Senator Bennett. It would have to come to us for adoption. 

Senator Dougtas. I know, but they made recommendations, 

Senator Bennerr. Yes, they could have recommended it. 

The Crarrman. They didn’t hesitate to recommend that we in- 
crease it from $2,500 to $3,000, and lengthen the terms. 

Senator Douetas. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Greene, if there are no more questions on title 
I, let’s get into section 608, for the reason that we want to make certain 
there are no titles in this existing legislation and the proposed legis- 
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lation that has already passed the House, that will permit such ir- 
regneeesee that are alleged to have happened. Can you give us any 
help on that? 

Mr. Greene. I am not sure whether I can or not, Senator. I cer- 
tainly will try. 

Personally, I cannot reconcile the substantial differences that have 
been spoken of in connection with the cost estimate of the builder and 
the cost estimate of FHA. 

The Cuamman. You say you cannot reconcile the differences ? 

Mr. Greene. No, sir, I cannot. 

The Cuarmman. You just can’t conceive of it? 

Mr. Greene. No, sir, I cannot. 

The Cuarmman. You just cannot conceive of your appraisers being 
so mistaken ? 

Mr. Greene. I won’t put it that way, Senator. 

The Cuamman. Let me say this: It has been suggested to us—by 
the way, we are getting hundreds of letters now, of course. We are 
getting—all Congressmen and Senators—correspondence on this sub- 
ject. It has been suggested it came about in two ways. 

First, the FHA appraisers, of course, were wrong, and the builders 
did not follow the specifications. Therefore, they were able to build 
for much less than the specifications called for. So naturally if they 
didn’t follow the s euleebidads if they used cheaper types of ma- 
terials it cost them less.. So it comes about, we believe, in two ways. 

Mr. Greene. Either of those things could happen. I willsay to you, 
Senator, that as long as I was there—and that was all the time—— 

The Cuamman. You were there from the very beginning ? 

Mr. Greene. That is right. And I never te of any specific 
deals that had any unconscionable difference or any substantial dif- 
ference between our cost estimate and what they were supposed to have 
completed the job for. 

The Cuamman,. If the Internal Revenue Service people are cor- 
rect, then they pulled a lot of wool over your eyes too, didn’t they? 

Mr. Greene. They certainly did. And I will not say the Internal 
Revenue Service is not correct, but I will say I have seen no evidence 
up to the present time that the Internal Revenue Service is talking 
er the same set of figures that our cost estimators are talking 
about. And I suggest to your committee that a careful analysis be 
made, to see whether or not we are talking about the same thing. Be- 
cause to me it seems impossible that any such wide differences could 
exist. 

Now, we had heard throughout the years that builders were mort- 

ging out. There is no news about that, and I don’t think that is too 

ar from what was intended. This thing started—— 

The Cuarmman. It started back in 1945, 

Mr. Greene. Investors are not normally interested in this type of 
security. 

The Cuarrman. That interests me very much. We have heard a lot 
or considerable about it since we started this study, this investigation. 
Why weren’t they interested in this sort of thing? 

Mr. GREENE. Well, an investor going into an apartment house trans- 
action, as an investment, in the first — he will put more money into 
it, so that his debts will be less and his equity will be larger. And he 


will not have any control over his rents, since the control is off now, 
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and he will figure on a much larger return than we permitted under 
section 608. 

The Cuamman. But when he pays his mortgage off, then he can 
charge whatever he cares to. 

Mr. Greene. Yes. Investors are normally not interested in apart- 
ment-house property unless they can construct them on very favorable 
terms. We had enough investors to get a big job done. So, 608 
turned to the builder, and they turned to the Seilder to get this job 
constructed, without any thought of the builder leaving a large part 
of his funds in that job. 

Obviously, a builder, if he is going to follow the building buisness, 
can’t sink ¢. large investn.ent in each one of these 608’s that he builds. 
en he did try to get out without leaving any equity in the 
job. 

The Cuamman. Well, it has been called to our attention that FHA 
officials and personnel went out and promoted people to go into this 
sort of business and promised them and told them that they could 
get in and get out with a profit, and still own the property. Do you 
believe that to be true? 

Mr. Greene. Senator, as a matter of record, there is no question but 
what we promoted it and promoted it hard, all over the country, in 
order to get builders to go into this operation. 

The CHarrMan. You think they were encouraged to believe they 
could make money on it, and still own them? 

Mr. Greene. I don’t believe, to my knowledge, any were told they 
did not have to leave an investment in it. I remember the day the 
large placards were printed up that we used in those promotional 
meetings, and I recall the figures came out very decisively as the rate 
of earning on his equity 

The Cuamman. What years were these? 

Mr. Greene. 1946, 1947, 1948. 

The CHarrman. Right after the war. 

Mr. Greene. Yes. 

Senator Bricker. Do you believe the amendment that was passed 
by the Congress in 1947 in regard to this particular feature of section 
608 was followed? 

Mr. Greene. I don’t recall, Senator. 

Senator Bricker. Evidently they paid no attention to it, then. This 
was brought to the attention of the FHA officials in a hearing before 
this committee, and we attempted there to limit the amount of mort- 
gage to the average cost. And the protest was made by officials of the 
FHA to the effect that that wouldn’t work, that you couldn’t do it. 

Then we wrote a restrictive amendment in the bill, as a warning to 
FHA, that it was the intent of Congress that these loans be limited 
as near as possible to the actual cost of the building. 

These incidents were common experience with all of us. I brought 
some to the attention of the committee and, under the protest of the 
officials, we didn’t put the absolute prohibition in there as to cost. 
But we did write a restrictive amendment—TI put it in the record » few 
days ago—and FHA paid no attention to it at all, because it was after 

that period that some of these extravagant loans were made. 

Mr. Greene. Senator, I don’t have any record, but I feel pretty cer- 
tain that was in the legislation when FHA did do something to im- 
plement it. 
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Senator Bricker. There was no policy change, was there? 

Mr. Greene. I think there must have been; yes, sir. 

Senator Bricker. Do you know what it was 

Mr. Greene. No, I do not. 

Senator Bricker. Will you check and find out, if you can? 

(The information referred to will be found in the appendix, p. 
1967. 

oe Greene. If I can, I will do that. 

Senator Bricker. I would like to know if we are just passing legis- 
lation vainly here, or whether the amendments mean anything. 

Mr. Greene. No, I don’t think so, sir. I don’t think that was the 
case in any of the operations of section 608, anc 1 know there were 
discussions with regar.] to this, in this committee, for example, at dif- 
ferent times. I think particularly in 1949 there were certain dis- 
cussions on it. 

The Cuarrman. Mr. Greene, you have been with this organization 
since its inception. You know Mr. Powell, do you not ‘ 

Mr. Greene. Yes, sir. 

The Crarmman. He was, I think, likewise with the organization 
since its inception. Mr. Powell refused the other day to testify before 
this committee. Having been there during its inception, and Mr. 
Powell having been there during its inception, which meant I presume 
that you and he were in close contact, together each day, all the time, 
do you know any reason why Mr. Powell should refuse to testify before 
this committee 

Mr. Greene. I do not. 

The Cuarrman. Did anything happen over there, to your knowledge, 
that would make it impossible for him to testify ? 

Mr. Greene. No, sir, I do not. I do not know why Mr. Powell re- 
fused to testify. Presumably for some reason his attorney advised 
him to take that course. I was very sorry to see it. 

The Cuatrman. He was closer to the section 608 projects than you 
were. 

Mr. Greene. He was in charge, yes, of the responsibilities 

The Cuarrman. Did he have the final say, for example, if an ap- 
praiser appraised the building, at say a million dollars, and the builder 
thought it ought to be a million two hundred thousand, and he came 
in here and made a protest and came in to see FHA and saw Mr. Powell. 
Did Mr. Powell have the complete 100-percent authority to increase 
it from a million to a million two? 

Mr. Greener. Let me explain to the committee that the underwriting 
operations were Soeidetted in one department and the administrative 
in another. Mr. Powell was in charge of the administration of 608. 
The cost estimates on 608 were made in the underwriting division. 
Now, a builder coming in and complaining about 

The Cuarrman. Let’s say a builder came in, and your appraiser said 
a million dollars, that he would commit 90 percent of a million, and he 
though that was too low and he came in here. Then did Mr. Powell 
have the authority to increase it to $1,200,000 if he wanted to? 

Mr. Greene. No sir. 

The Cuatrman. He did not? Who did have that authority’? 

Mr. Greene. Well, no one person had that authority. , 

The CHamman. What committee had the authority ¢ 

Mr. Greene. The cost estimation and the commitment was written 
up in the local office—— 
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The CHatrmMan. You know, of course, that many of them were 
changed by the Washington office, do you not ? 

Mr. Greene. Many of them were changed; yes, sir. 

The CuarrMaNn. Increased. You know that, do you not? 

Mr. Greene. Yes, sir. 

The Cmarrman. Who had the authority to increase them, if Mr. 
Powell didn’t? 

Mr. Greene. The local office had to recommend it, and it had to be 
reviewed by the administrative section here, who ran the case through 
underwriting prior to their approval of it. 

The Cuarmman. That was a committee, was it? 

Mr. Greene. Not necessarily. 

Senator Doveias. Who was in charge? 

The CuatrmMan. Who had the final say as to whether they were in- 
creased or were not? Somebody must have had to be, either the com- 
mittee or an individual. We want to get the name of the individual, 
or, if it was a committee, the committee, because we want to talk to 
them, very frankly. 

Mr. Greener. Let me explain how the dual operation in FHA works. 
We have an underwriting division, that is composed of technicians. 
It is their responsibility to make recommendations to the State di- 
rector that a loan be insured, and in the amount that it should be in- 
sured, or that it be rejected. 

The Cyairman. Yes. 

Mr. Greene. Now, the chief underwriter in charge of that operation: 
in our local office may not insure a loan. He has no authority to in- 
surealoan. All he can do is to make a recommendation. 

The Cuarmman. To whom? 

Mr. Greene. To the State director. 

The CuarrMan. Yes. 

Mr. Greene. The State director has the authority to msure a loan. 
If he disagrees with the chief underwriter’s recommendation, he may 
= change it. He may state his disagreement to the Washington 
office. 

The CuatrmMan. That is the State director? 

Mr. Greene. Yes. 

The Cuaimman, But I am talking about the builder now, who dis- 

res, 

—— Greene. Let me follow through—— 

The CHamman. They came in and got an increase. There were 
many instances of that. Who approved it? 

Mr. Greens. They would take the same course I am telling you 
about. If there was disagreement between the chief underwriter and 
the State director, the case was sent to Washington, and both wrote 
a memorandum expressing their viewpoint. That was then reviewed 
by the underwriting division here and the administrative division 
here. If they could not settle the matter, the case came either to myself 
or the Commissioner for final settlement. 

The Cuamman. And you would either approve or disapprove? 

Mr. Greene. Yes, sir. 

The Cuairman. Would you say in every instance whether they were 
or were not to be increased, came to either you or Mr. Richards? 
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Mr. Greene. I know of no single case that came to either Mr. Rich- 
ards or myself along that line. They were all worked out by the ad- 
ministrative and underwriting divisions. 

The Cuamman. Then you would say in every instance where the 
were increased that either you or Mr. Richards, or both, approved it 

Mr. Greene. No. I would say they were settled before coming to 
Mr. Richards or myself. 

The Cuamman. Do you have any knowledge of ever approving an 
increase in an appraisement ¢ 

Mr. Greene. I do not. There may have been 1 or 2, but I don’t 
recall any. 

Senator Bricker. Mr. Chairman ? 

The Cuarrman. Senator Bricker. 

Senator Bricker. During the time of this promotion program under 
section 608, was FNMA making advance commitments? 

Mr. Greene. I believe so, Senator. 

Senator Bricker. That is what I thought. 

I want to read to you an amendment that was passed by the Congress 
in 1947, in the 80th Congress, 1st session. Chairman Tobey was chair- 
mon of this committee, and Senator Capehart and I were both on the 
committee at the time, and I know he will also remember the discussion 
that we had. After the opposition of the officials from the Depart- 
ment, as to tying this down too tight, we amended the law to read as 
follows: 

Section 2, title VI of the National Housing Act, as amended, shall be employed 
to assist in maintaining a high volume of new residential construction, without 
supporting unnecessary or artificial costs. In estimating necessary current costs 
for the purposes of said title, the Federal Housing Commissioner shall, therefore, 
use every feasible means to assure that such estimates will approximate as 
closely as possible the actual costs of efficient building operations. 

Mr. Boots worked on this, and Mr. McMurray worked on it, for a 
long time, and it was discussed in this committee, and we felt that 
would tie down the Department pretty close to the actual cost of 
efficient building programs or operations. 

Now, did the Tiicteeees take any note of this, and did they change 
soar nen in any way as a result of that amendment? (See p. 
1967. 

Mr. Greene. Senator, I cannot tell you what they did. I do not 
have the records available. But I am confident that they did, and I 
am sure you can have presented to this committee the records of what 
was done. I remember the occasion, and I am sure something was done 
to implement those instructions. 

Senator Bricker. Who could give us that information? 

Mr. Greene. Anyone over in the FHA that has the records available. 

The Cuarrman. Maybe the General Counsel, who will be our next 
witness. 

Senator Bennert. Before we move off this question, may I have the 
attention of the Senator from Ohio. I asked the same question with 
respect to FNMA participation in section 608 of Mr. Hughes, the 
president of the Home Builders, and was given a categorical answer, 
that FNMA made no advance commitments to section 608, that they 
were all made by private lenders; that they were not involved in that 
program. 

I don’t know where the facts lie, but that was his testimony, as I 
remember it, a couple of days ago. 
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Senator Doveias. Mr. Chairman? 

The Cuamman. Senator Douglas. 

‘ Senator Doveras. Mr. Greene, you have said that the decision as to 
whether or not the local appraisal was correct was made in the ad- 
ministrative section, but was not made by you; that it was made before 
the decision reached you. By whom, then, was it made? 

Mr. Greene. It was made between the Director of the Multi- 
Family Housing Division and the Director of the» Underwriting 
Division. 

Senator Doveias. And who were they ? 

Mr. Greens. Clyde Powell was the Director of the Multi- 
family Housing Division, and Mr. Curt Mack was Director of the 
Underwriting Division. 

Let me say, Senator, so that we keep it in proper proportions. I 
think there were only a handful of cases that ever came to Washing- 
ton as a result of the dispute in the field office. Most of the decisions 
were made in the local office. 

Senator Doverias. You mean that the builders and the State di- 
rectors reached the agreement ? 

Mr, Greene. Yes, sir, except for increases. As I recall it, increases 
could not be made after the commitment was issued. They were only 
made where the builder was subjected to costs beyond his control, like 
aparnpend taxes or increased operating expenses or something like 
that. 

Senator Dove.as. But the estimates of original cost. were arrived 
at between the State directors of FHA and the builders? 

Mr. Greene. And the underwriting division. 

Senator Doveras. Suppose the builder felt that the State director 
had not approved a sufficient commitment. He had the right of ap- 
peal, did he not? 

Mr. Greene. Oh, yes. He always had the right of appeal. 

Senator Dovatas. Did he always exercise that spot 

Mr. Greeng. Yes, he did. 

Senator Doveas. So that some of the cases did come to Washing- 
ton ? 

Mr. Greene. The case wouldn’t come to Washington unless there 
was a disagreement between the State director and the chief under- 
writer. 

The Cuarrman. Or the builder felt that it was too low? 

Mr. Greene. If the builder felt it was too low, and came to Wash- 
7 we might review the case. ; 

he CuairMan. You did, in many cases. That was my point a mo- 
ment ago. When he came to Washington—there have been instances 
which we will show later, in which they were increased. Who handled 
it here? Who had the final decision on that? 

Mr. Greene. When the builder came to Washington, he would prob- 
ably go to see Mr. Clyde Powell, the administrative officer of section 
608. But if Mr. Powell felt a review of the case was necessary, he 
would probably ask the Underwriting Division to get the case in 
and review it. 

Senator Doveias. Did Mr. Powell have the power to increase the 
authorization which had been approved by the State FHA director? 

Mr. Greenr. I think under the general law that he probably had 
the power, but it was not done in any instance that I know of. If 
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Mr. Powell wanted to increase it, or felt that it should be increased, he 
discussed it with the Underwriting Division. 

Senator Dove.as. It was a joint decision ¢ 

Mr. Greene. It was a joint decision. 

Senator Doveras. But not a decision in which you took part? 

Mr. Greene. Only if there was a disagreement between those two. 

Senator Doveras. Did this ever coder 

Mr. Greene. I don’t recall any specific instances in which it oc- 
curred. There may have been 1 or 2. 

Senator Doveras. Are you acquainted with an article which ap- 
peared in the Architectural Forum in, I believe, the early winter of 
1950, which pointed out the abuses then going on in section 608? 

Mr. Greene. Yes, sir; I think I know the one you are speaking of, 
and J think it was an excellent article. 

Senator Doveras. Well, that was in the winter of 1950. Senator 
Long and I raised the point at the time, inside the committee. What 
action did you take on the basis of the material presented in this 
article in the Architectural Forum? That article was in January 
1950. 

Mr. Greene. I don’t recall, Senator, specifically whether any action 
was taken. I recall the article. I thought it was pretty fair in its 
criticisms. 

Senator Doveras. The article, as I remember it, pointed out the 
way in which the ostensible 90 percent guaranty of cost was in fact, 
in many cases, a guaranty of over 100 percent. As I remember it, 
they ran into 3 main groups: First, the fact that the builder in many 
cases was also the general contractor and, in some cases, the subcon- 
tractor, and therefore received the 5 percent and I believe 3 percent — 
markups granted; that he was also in many cases furnished the 
architectural draftsmanship and work, and the legal work, and that 
the fees for these services amounted generally to—including the con- 
tractor’s and subcontractor’s fees—10 percent of the cost of building, 
so that any need for a cash contribution, for other than these services, 
was removed. 

Then, secondly, that the builder or the developer would buy raw 
Jand on the basis of a tentative commitment from the FHA, and 
that having bought the land the value of the land would then rise, 
and the loan woild be insured on the basis of the land after purchase, 
thus giving the benefit of the writeup in the value of the land. 

And, third, the point that the chairman just mentioned, that in 
many cases the appraisals by the FHA appraisers, on the basis of 
normal costs, were appreciably in excess of actual costs. 

All these points are made in this article in the Architectural Forum, 
a copy of which I now hold in my hand and which I give to you. The 
Architectural Forum is a very reputable publication. Senator Long 
and I read that article, and we were much alarmed and raised the 

int, but we were assured by FHA that our fears were more or less 

ctitious, as I remember the discussion. 

I don’t want to be unfair to FHA, but why didn’t FHA take to heart 
this criticism from the Architectural Forum, which was made when 
the program was at its height? 

Mr. Greene. Senator, I think we did. ) 

Now, let me try to explain this. In the first place, this article was 
answered by another article, also running in the Architectural Forum. 
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On the matter of markup on the land, it has been the system all 
through section 608 to appraise the land according to its replacement 
value, or its comparable value to another site for the same purpose, 
which is—— 

Senator Dove.as. Is it not true that the developer would buy the 
land at a low pa per acre, and then the loan would be made on the 
basis of a high value per acre? 

Mr. Greene. The loan would be made on the basis of what that 
property was after it was completed. He may have had to spend a 
lot of money for utilities and streets, and so forth. But, i se he 
completed the land—— 

Senator Doucias. But the land would increase in value not merely 
by the amount of the improvement, but by an added amount. 

Mr. Greene. That I do not know, unless he made a good buv or an 
unusual buy. The land was supposed to be put in at a comparable—— 

Senator Doveras. Well, the——pardon me, I’m sorry, Mr. Greene. 
I didn’t want to interrupt. The commitment itself would increase the 
value of the land, would it not? The mere fact that the commitment 
had been made would send the value up. 

Mr. Greene. I don’t think so, Senator. 

Senator Dovenas. It was so charged by the Architectural Forum. 

Mr. Greene. I don’t think that is correct. In other words, the 
thought behind that is that, because a project has been put together 
and is situated on this site, that the site becomes more valuable. To 
me—and I have done some appraisal work—the project doesn’t be- 
come more valuable. Any income is due to the project itself, not the 
site alone, but the site, plus the building upon which you get the rent. 
I don’t think the site in ever worth any more than you 

Senator Doveras. Let me ask you this: In the final appraisals of 
cost, what was taken as the value of the land, streets, water, sewage 
systems, and so forth? Was it merely the actual cost of the land, plus 
the cost of these improvements, or was it the cost of improvements, 
plus the value of the land, the estimated value of the land after the 
improvements were made and after the project was completed ? 

Mr. Greene. The land was not cost estimated. It was put in as a 
value. 

Senator Doveias. That is just the point. If the cost of the land was 
less than the estimated value, the developer would therefore make a 
large profit, would he not, upon the transaction ? 

Mr. Greene. He would make any profit between what it cost him 
to produce the land and the value put in. 

enator Doveias. That is just the charge which the Architectural 
Forum made, which Senator Long and I made, which you said didn’t 
previously exist. Do you think it was the intent of Congress in pass- 
ing section 608, that the builders should make a a upon the con- 
struction of the houses, or the loans, that they should make a profit 
upon the rental of the building after it was completed? Was that the 
intent ? 

Mr. Greene. I don’t know what the intent of Congress was. but 
it would be my guess that it was something of that nature, that we 
were faced with a critical housing shortage and housing had to be 
provided. And, under the circumstances that existed at the time, it 
was not reasonable to expect investors to come into that market, put- 
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ting in large equities, to provide a half-billion units. It never had 
happened and I don’t think we could expect it to happen then. 

So, some inducement had to be given to get these jobs done. The 
inducement was section 608, which was set up in such a manner that 
a builder could go in without making a substantial equity. Normally, 
he was puispeaell bo have left at least the value of the land 

Senator Dove.as. He could go in without making any equity con- 
tribution; could he not? 

Mr. Greener. If he could produce a job for any less cost than the 
cost estimate. 

Senator Doveras. Didn’t that happen in a very large number of 
instances, so that no equity was anhe whatever, and it amounted to 
insuring stock of merely 100 percent, but in many cases 110 and over? 
The 1,179 cases that were submitted to us were merely those cases 
where the value insured was more than 110 percent of the cost. It 
didn’t take into account where the range was between 100 and 110 
percent. 

Mr. Greene. Senator, that can happen on a section 608. It is 
always possible and has always been known, so far as I know, that 
it was possible for an efficient builder, who could build for less than 
our cost estimate, to come out of the deal with little or no equity, or 
possibly make a slight profit. 

Senator Dovue.as. at about these other items that I mentioned ? 
The general contractor’s fees, architectural fees, legal fees, would 
come, as a matter of fact, to about 10 percent, so that the contribution 
of those services was taken in lieu of a cash contribution by the 
builder. 

Mr. Greene. I think that the fees for architects, and the buiders’ 
profit, are entirely normal. 

Senator Dovetas. Yes. But the contributions on these items were 
services, and not much cash outlay. 

Mr. Greene. I think it was never intended that the builder have 
much cash outlay. 

Senator Doveras. In other words, it wasn’t to be 90 percent insur- 
ance, but 100 percent insurance. 

Mr. Greene. I think the 100 percent insurance was entirely possible 
and was understood to be entirely possible all the way through our 
operations of title VI. 

Senator Doveras. Did FHA, in promoting section 608 projects, 
point out to the contractors that they could make these 
contributions—— 

The Cramman. Just a minute. Mr. Greene, if what you say is 
true here, why did we write in 90 percent of the cost? 

Mr. Greene. Ninety percent of F HA’s estimated replacement costs, 
Senator. And I am sure no loan ever exceeded that amount. 

The Cuatrman. No loan ever exceeded that amount? 

Mr. Greenr. Of FHA’s estimated replacement cost. 

The Cuarrman. You don’t think any loan ever exceeded that? 

Mr. Greene. Not’of the replacement cost. 

Senator Dovetas. You are talking in terms of replacement cost. 
What about the builder’s cost ? 

Mr. Greene. Senator, we didn’t know the builder’s costs. The 
builder didn’t know his costs himself at the time we issued the com- 
mitment. 
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The Cuatmman. But why, if the building was completed, Mr. 
Greene, and the builder knew exactly what it cost, why then didn’t 
you have a system where you went back and adjusted the cost? 

Mr. Greene. Senator, it was not provided in the legislation. It 
was discussed at the time and not accepted, or turned down, so we 
never introduced it. 

Senator Bricker. You mean you couldn’t have looked at the cost 
after a building was completed ! 

Mr. Greener. We didn’t have the costs available. 

Senator Bricker. You could have found it, under the law. 

Mr. Greener. We had no right to require it under the law. 

Senator Rricxer. Oh, -es; you do. 

Mr. Greene. Under the charter, we have. Now, let me get off on 
that tangent just a minute. We did know, and I want to make this 
clear, that we had financial statements submitted to us annually. 

The Cuamman, By the owners of the section 608 projects? 

Mr. Greene. Yes. Those financial statements would have shown 
amounts left in the corporation after the job was completed. 

Now, presumably those amounts that were left in the corporation 
after completion of the job would represent mortgaging-out property. 
They could represent other things. etna that time section 608 mort- 
gages were selling at premiums of anywhere from 1 to 5 points, They 
could have represented a premium that he made on that loan. 

Now, we did get those financial reports and, Senator, we did not 
have people to analyze those reports. And I appealed to the Appro- 
priations Committee on many occasions. I hope you will permit me 
just to read to you one—— 

The Cuarrman. Let me ask you this question: Suppose you had 
had sufficient people, and suppose you had found in every instance 
that they did have considerable money left over. What could you 
have done about it and what would you have done about it? 

Mr. Greene. I think the only reason they could have it left over, 
Senator, would be that our cost estimates would be out of line. 

The CuarrMan. Either that, or they cheated on their construction. 

Mr. Greene. Either the cost estimate was out of line, or our pro- 
cedure was out of line. 

Now, let me call your attention to the fact that we did not have any 
indication of those things. We were running concurrently with this 
for a good part of the time the military housing program, in which in 
order to select a building the builders bid on the job. Under the mili- 
tary housing program we made a cost estimate, and the military put 
that cost estimate out to the builders, and on their invitation to bid, 
and bids came in from them, the low bidder getting the job. 

So there was every reason for a builder to bid as low as he could, 
if he wanted that job. 

Now, in all of the cases that ever came to my attention, our cost 
estimation showed up good in relation to the individual bids of pri- 
vate builders on those jobs. Where there were 9 builders bidding, 
we might be the second lowest, and it was not uncommon for us to 
have a low bid out of 6 bidders. Those were things that gave you 
confidence in your estimation. 

On the other hand, we knew that in the early stages of this operation 
that we were taking the broad chance, and had to take it if we were 
going to process any cases, because to take a survey of a large apart- 
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ment house and make a cost estimate, would take 60 to 90 days. Lt 
would be a long job. We would never have gotten any cases processed 
if we followed that procedure. 

So, we put in a simplified cost-estimation procedure, and any sim- 
plified cost-estimation procedure can go haywire, we realize that. So 
we were looking for these things from time to time to see if there was 
any evidence that it was going that way. 

The Cuamrman. Senator Douglas. 

Senator Doveras. Mr. Chairman, the witness I believe just previ- 
ously said that they always recognized in FHA that section 608 might 
lead to 100 percent or more insurance of replacement cost. Didn't 
you say that? : 

Mr. Greene. Yes, sir. 

Senator Dovetas. I would like the witness to turn to section 608 
of the National Housing Act. 

Mr. Greene. I don’t have it here. 

Senator Doveras. Can someone supply him with a copy. That is 
section 608, subparagraph (b), page 10. I would like to have the 
witness check my reading. That is page 10. 

Mr. Greener. Yes, sir. _ 

Senator Dovetas. Describing section 608, it says: 

The mortgage must involve a principal obligation in amount (a) not to exceed 
$5 million, and (b) not to exceed 90 per centum of the amount which the Com- 
missioner estimates will be the necessary current cost of the completed property 
or project, including the land; proposed physical improvements; utilities withiu 
the boundaries of the property or project; architects’ fees; taxes and interest 
accruing during. construction; and other miscellaneous charges incidental to 
construction and approved by the Commissioner. 

Have I read that correctly ? 

Mr. Greene. Yes, sir. 

Senator Dove.as.. It continues: 

Provided, That such mortgage shall not in any event exceed the amount which 
the Commissioner estimates will be the cost of physical improvements on the 
property or project, exclusive, exclusive of off-site public utilities and streets, 
and organization and legal expenses. 

So that it would be not more than 100 percent. 

I now call the witness’ attention specifically to the sentence now 
following : 

And provided further, That the principal obligation of the mortgage shall not 
in any event exceed 90 per centum of the Commissioner’s estimate of the re- 
placement cost of the property or project on the basis of the cost prevailing on 
December 31, 1947, for properties or projects of comparable quality in the locality 
where such property or project is to be located. 

Obviously, the intention was 90 percent of replacement cost, not 
100 percent of replacement cost. 

Mr. Greene. Senator, I think, if I may, there is a little confusion 
there. If you refer to the (b) item, it says— 
not to exceed 90 per centum of the amount the Commissioner estimates will be 
the necessary cost of the completed property or project— 
and so forth. Now, the proviso on down below there, as inserted, does 
not change the provision under (b) at all, exce ” that at that time it 
was required in finding the replacement cost of the roperty that we 


would not use costs any higher than those of December 31, 1947, and 
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from then on all costs were figured on the basis of December 31, 1947, 
unless it was lower than that. 

Senator Dovae.as. Well, then that means that you were not to make 
insurance for more than 90 percent of replacement cost, not 100 per- 
cent, not 110 percent, not 140 pores not more than 90 percent. 

Mr. Greene. Senator, I call your attention to the fact that it is an 
FHA estimate of replacement cost. We never made a loan below that 
amount. 

Senator Dovcias. Your estimates were presumed to have some rela- 
tionship to reality, were they not? 

Mr. ini Indeed they were. 

Senator Leuman. May I ask a question, Mr. Chairman? 

The Cuatrman. Yes. The whole problem revolves around this: 
Who made the mistake in the difference between 90 percent of the 
estimated cost and the actual cost. The records indicate at the 
moment in many, many instances, that the difference between the 
actual cost and 90 percent of the estimated replacement cost was a very, 
very sizable sum of money. Now, who made the mistake? 

Mr. Greenr. May I suggest to you that we take just one of these 
cases, and that your committee analyze that case. Let’s take one where 
there is a substantial difference between the builder’s cost and our 
cost, and let’s analyze that case, or two or three of those cases, and see 
wherein the difference occurred between them, see if the items are com- 
parable, and see if you can recognize those substantial differences. 

The Cuarrman. We are going to do that as we get into this investi- 
gation, 

_ Mr. Greene. Let me say to you if I can be of any assistance to your 
staff in analyzing any of those cases, you may have my services free. 

The Cuamman. Senator Lehman. 

Senator Lenman. Doesn’t it boil down to this fact, that the cost 
estimation procedure to which you referred was defective, and that 
your cost estimates really were higher than would justify under all 
circumstances ? 

Mr. Greene. If these substantial differences occur, it was either the 
cost estimation that was defective, or our inspections were defective. 

Senator Lenman. Because here I don’t think it was ever the intent 
of Congress.to guarantee a loan so high, so much in excess of the actual 
cost of the project that the builder was able to mortgage out and have 
a very handsome profit. 

Mr. Greene. I don’t believe that was ever intended. 

Senator Lenman. It seems to me it is perfectly true that the law 
says 90 percent of the estimated replacement value of the project. 
And you say that you never deviated from that. But if it is true that 
the estimated cost on which a mortgage was based, exceeded the actual 

cost by a very large amount, to me it could mean only one thing, and 
that is that your cost-estimation procedure had broken down and was 
entirely out of line with the facts. 

I don’t see how there could be any other explanation. 

Mr. Greene. I agree, Senator, and I can’t reconcile in my own mind 
that such broad differences could result, except for one thing: In this 
abbreviated cost system which we introtueed, it would be possible for 
a substantial difference to occur—in any abbreviated system that you 
use. However, they were tested, and the results of the tests sent into 
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l, 1947, [| Washington before they were permitted to adopt it, and I think rea- 
sonable precautions were taken against it. 


> make Senator Lenman. One other question: In the earlier part of your 
0 per- testimony on section 608, you said that you just couldn’t reconcile the 
ent, differences between the Internal Revenue Service figures and the FHA 
tis an figures, and, therefore, you felt that possibly different sets of figures 
wthat — were used by FHA and the Internal Revenue Service. Will you 
' enlarge somewhat on that? I just don’t know what you mean, because 
erela- — the figures that we get from Internal Revenue Service are supposed to 
' be accurate. 
Mr. Greene. I have no doubt that they are accurate in respect to 
what they purport to be, but I raise the question, and I am doing this 
this: because I am floundering as to the reason for these broad differences. 
f the I can’t reconcile them in my own mind. And I am only suggesting to 
t the the committee let’s be sure we are talking about the same thing. 
a the The Cuamman. I think we are. It may be a lot of people that 
very, — pull a lot of wool over your eyes. 
é Mr. Greene. I don’t think so, sir. 
these fy Senator Busu. Mr. Chairman? 
here & The Cuarman. Senator Bush. 


1, Senator Busu. I would just like to ask this question: It would 
lsee [ seem from your description of the procedures that a great deal of 
om- ff responsibility devolves upon the appraiser or the estimator, Actu- 

ally, the amount of the loan was pretty much determined by the 





esti- appraiser’s figure, was it not? 

Mr. Greene. Yes, Senator. That is true, except we did have a 
our system of review of the appraiser’s work. I mean the cost of esti- 
e. mator’s work had to be reviewed by the chief of the cost estimation 

section, and that had to be reviewed by the underwriter. 
ost Senator Busu. Let me ask you this: Did you ever have to take any 
hat disciplinary—did the FHA ever have to take any disciplinary action 
all at any time against these appraisers, any of them individually, on 
the basis that you might have suspected or found out that they had 
the . been accepting bribes or fees in connection with these estimates or 
e. : appraisals ¢ 
nt } Mr. Greens. We have taken disciplinary action against people in 
1a] . our local offices, Senator. I wouldn’t be in a position to say they 
ve were directly the result of taking a bribe in connection with section 
608, but there was some irregularity either in conriection with section 
608 or one of the other sections. henever anything of that nature 
w j came to our attention, in every instance I know of—and Senator 
ot. t Capehart knows of those—we took remedial action. 
at . Senator Busu. I wonder if there is any individual instance that you 
al . ean recall, where the appraiser, or the people in your local offices 
d : who had primary responsibility for these appraisals, were subject to 
Ss criticism by the FHA, or dismissal, for accepting fees or persuasive 
; gifts of any kind from these contractors who were interested in 
i getting high appraisals on work. 
d Mr. Greene. I don’t recall a situation like that. There were some 
s that were just as bad, in a sense. We did have situations where we 
r found that our processing personnel were engaging in outside activi- 
l ties, contrary to our rules, in connection with plans submitted and 
) processed by them, and we dismissed them. 


44750—54—pt. 3——25 
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Senator Busu. But you don’t recall any specific instance. where 
the disciplinary action was connected with the matter of accepting 
fees or persuasive gifts from contractors who were interested in 
getting a high appraisal ? 

Mr. Greene. No, I don’t recall that specific type of a case. 

The Cuamman. Well, you did have some dismissals, did you not? 
Didn’t you have some scandals in Baltimore? Weren't there some 
indictments up there, and convictions? 

Mr. Greene. I don’t think there was an indictment. The former 
director died a short time ago. 

The Cuaimman. Senator Douglas. 

Senator Doveias. Mr. Greene, did you know that commitments 
once obtained were being sold for substantial sums before-any invest - 
ment at all was being made in the property ? 

Mr. Greene. We heard a great oe about that.at one time, Senator, 
and we tried to look into it and find out. And every time we tried 
to run a case down, we found out that what was being sold was not 
the commitment but the stock in the whole corporation. 

Senator Bennerr. Does that have the same effect ? 

Senator Doueias. I was going to ask that. 

Mr. Greene. We can’t control a corporation—— 

The Cuarrman. Under the charter, you had the right, did you not, 
to control] that? 

Mr. Greene. Not the sale of individual stock; no, sir. 

Senator Dove.sas. Was not that a clear indication that they were 
making a profit above cost, because otherwise they would not be able 
to sell the blue sky for a consideration. 

Senator Bennerr. Just to make the record clear, were these sales 
made before construction began ? 

Mr. Greene. Senator, I don’t know. I never had considerable cases 
before me. I only recall that the customary practice was for someone 
to sell his stock in a corporation. 

The Cuamman. I would like to say for the record, Senator Douglas, 
that this Architectural Forum article you referred to was placed in the 
record in January 1950 by Senator Sparkman. It was made a part 
of the record as far back as 1950. 

Are there any other questions of Mr. Greene? 

Have you anything further to say, Mr. Greene ? 

Mr, Greene. I have two things I would like to say to you. 

The Carman. Is it your thought or feeling that there are, any 
proposed titles in this legislation before us that, are susceptible to the 
same sort of irregularities and abuses that we have been talking about 
and hearing about under section 608 ¢ 

Mr. Greene. Susceptible, but not to the same degree, Section 207 
is susceptible to the same thing, except that it does require the maxi- 
mum mortgage. 

The Cuatrman, Is there any reason why we should write into the 
law that you give them a commitment for 80 percent or 90 percent, or 
whatever it is, and then, when the project is finished, they take a total 
cost and swear to it by an affidavit ? 

Mr. Greene. No reason at all, sir. 

The Cuarman. Will it hurt any of the projects in this proposed 


legislation ? 
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Mr. Greene. I think you. can look at it this way, that there is a 
difference in the economic conditions. 

Now, if you were asking me that question, particularly at the be- 
ginning of section 608, I could tell you very frankly that it might 
slow down the operation. 

The Cuatrman. You mean it might have slowed down section 608? 

Mr. Greene. Yes. 

The CuamMan. But you think that the proposed bill before us, 
where we have the same principle of Government making an advance 
commitment to insure a mortgage for X amount, whether it be 80 
percent, 90 percent, you think that we ought to write into the law that 
when the project is finished the true costs be ascertained and the mort- 
gage adjusted accordingly. : 

Mr. Greene. I think it would be very helpful. 

The Cuairman. Are you doing that at the moment under existing 
titles, under the present law? 

Mr. Greene. We do that under military housing and under title TX, 
defense housing; yes, sir. 

The CuatrMan. You are doing that? 

Mf. Greene. That is required by law. 

The Cuarrman. Then, is it your opinion that there is no possible 
chance for mortgaging-out or any profit to be made on initial construc- 
tion under title IX? 

Mr. Greene. The law provides for a certain duplication and if there 
is a mortgage-out, he has to pay it back. There is a provision, I be- 
lieve, in title IX certification, that they must pay it back within 90 
days. Now, I suggest that you consider it. 

The CuHamrMAN. Without objection, we will place into the record a 
form, Contractor’s Certificate of Actual Cost, for use under section 
908. And here are other forms, the Mortgagor’s Certificate of Actual 
Cost and the agreement and certification that are required. That is 
the result of a law passed by the Congress, passed by this committee, 
is it not, in 1951? 

Mr. Greene. Yes, sir. 

(The form referred to follows :) 

FHA Form No. 3378A Form aegrered 
Budget Bureau No. 63-R776 


CONTRACTOR’s CERTIFICATE OF ACTUAL Cost 
(For use under sec. 908) 


nS OS UU Deeeeet Mok iid ee QUO ads 
(Mortgagor) Project mame............ siaaislscslc 
EOE crcnciwennawadit bh A 

GENTLEMEN : 
This certificate is made pursuant to the provisions of the construction contract, 
entered into by and between us under date of..-_......-.------ , and it is under- 


stood and agreed by the undersigned that this certificate is to be submitted by 
you to the Federal Housing Commissioner in order to induce the Commissioner 
to finally indorse the mortgage for insurance. 

The actual cost incurred in the completion of construction under the above 
construction contract and accepted construction changes exclusive of off-site 
utilities and streets and all kick-backs, rebates, and normal trade discounts re- 
ceived in connection with the construction of the project is itemized below. 
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Subcontractors 
Name Type of work Amount. . 


een Aaa: GE. CARON iki die bier cAI AS ES hk te 


(Nore.—Subcontracts of less than $1,000 each may be included as a lump sum 
under miscellaneous. ) 


Materials (not included in subcontracts) 
Purchased from Amount 


Total Coat OF unubesiGie weed. i 


(Nore.—Total purchases of materials amounting to less than $1,000 from a 
dealer may be included as a lump sum under miscellaneous.) 

Nore.—If additional space is required, append rider with appropriate refer- 
ences thereto, and initial rider. 


Labor (not included in subcontracts) 


Type Amount 
I tite bmi anininenn pranks dean dartine $ 
Masons 


a en ee Baka hes 
ee ads eS eal 
Cer eee NO) hs as al as 3 Us ee 
Miscellaneous 


een, SO nn he eee ae 


(Note.—Cost of labor other than as classified above amounting to less than 
$1,000 for a particular class may be included as a lump sum _ under 
miscellaneous. ) 


Job overhead 


Item Amount 
Insurance during construction, all types_._._..__..--__ Deon rahe baled. geehscd Lok 
AME, BU DOW CR ie cee cpeni ine ed ene mtn wmaeecesh | nein ae Ae 
Temenos Wie elegy Oe no kiidnnielec dics. | pieduail ui ie 5 
I adherend inn led lian Pcesape tn om aps esac ecierneinaieiteaaseeiisameneinaseiiaiianiinanenens 
ar iA) aa shitter ed epcnny semi blade babe < 
wri tnitertltheihresinserbiiaciitalaretiaiitisaieamepcoatislhigeniptiapiedias 





ML Dove OR Cc ccititeinttlckascnicndiinnes: . sire tebtertie o 


(Notge.—Job overhead for items other than as listed above amounting to less 
than $1,000 per item may be enumerated and included as a lump sum under 
miscellaneous. ) 

a dain cchpentsietinins is inictnenrcemetiinsanns $ 


WARNING 


U. 8S. Criminal Code, Section 1010, Title 18, U. S. C., “Federal Housing Admin- 
istration transactions”, provides in part: “Whoever, for the purpose of * * * 
influencing in any way the action of such Administration * * * makes, passes, 
utters, or publishes any statement, knowing the same to be false, * * * shall be 
fined not more than $5,000 or imprisoned not more than two years, or both.” 


FHA Form No. 3378 Form approved 
Budget Bureau No. 63—R777 





or a7 





eee oe 
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MorTGAGOR’S CERTIFICATE OF ACTUAL CosT 
(For use under section 908) 
Federal Housing Commissioner 


alg ad slg ckpivgtarcaingeetinkgs Project Ramee. --- 
eed ecliegectepisan sii bisen i gidivapaeiy tiglieaeeeacntogpictonics DCRR ct eitin teed eewnticin owe 

NE PO ate eee terse apne 
Deak Sir: This certificate is made pursuant to the proVisions of-that agreement 
and certification of _...___-...--~~ and in order to induee+you to finally endorse 


the mortgage for insurance. 

The actual cost to the owner of labor and materials and necessary services in 
connection with the construction of the physical improvements on the mortgaged 
property (exclusive of off-site utilities and streets, organization and legal ex- 
penses and all kick-backs, rebates and normal trade discounts) is as follows. 
The cost of construction is (is not) * supported by FHA Form 3378A, Contrac- 
tor’s Certificate of Actual Cost. 


Item Amount 
Combivettion Comteatt. noon in en Qui ok. 
Adjustment for acceptable construction changes (plus- 

ID ocean oe Ea ios behest. ee abe 
Seen 6° Pee sea eel aa cde Si siecle 


Caaener 0 10a ee Se Oe Bee Uk esta" A Rs 
Net Colstruet amount ae adfatee. oe Se a es ? ea 
Pabereee Giting conbtem@etion: 62 soos a 
Taxes Waste’ Coumtrection. os a a eh a ee eds 
Premiums paid by mortgagor for insurance during construction._.._ ~~... 
Pree peertmnsotnevrance phemigns.s.. . 3 a as a. 
FHA-ememination fee__........_-.-.---~------- se tei t-si eee se. | ose 
ee Ce Os eos eke ee ea SR 
ee Cee se a as CU eee oe ae Re, 
ree ents OC en oe a oi ie lalllictercstrtnendineiins | lahipabebbnctdtes 
Ga Cy a ee ee Be eR a 

ee ee ss ee ih a eR ad Babb 

(Mortgagor) 


OP le els 


WARNING 


United States Criminal Code, section 1010, title 18 United States Code, ‘‘Fed- 
eral Housing Administration transactions,” provides in part: “Whoever, for 
the purpose of * * * influencing in any way the action of such Administration 
* * * makes, passes, utters, or publishes any statement, knowing the same to 
be false, * * * shall be fined not more than $5,000 or imprisoned not more than 
2 years, or both.” 


FHA Form No. 3377 
Rev. January 1953 





AGREEMENT AND CERTIFICATION 


(For -use under.section.908) 


é This Agreement made this ...._- GOR OF: ssisirtiinsiicnsix , 19__, by and between 
aaah ale tans nln ne halbtem Sed kita tk til cecilia 61 sich dtntidentw end ethnnhbeainlibioiiiens 
corporation (hereinafter called Mortgagor), -.......--..-...---.......--..--- 
it daiiinsiatin —dieisiacrthashaadl dated esi corporation (hereinafter called Mortgagee), 


and the Federal Housing Commissioner (hereinafter called Commissioner) ; 
WHEREAS, Mortgagor has applied to Mortgagee for a mortgage loan in the 


etepnetint 8 Oasis crs for the purpose of erecting a housing project to be 
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WHEREAS, Mortgagee has applied to the Commissioner for mortgage in- 
surance under Section 908, Title IX of the National Housing Act covering said 
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mortgage loan and Commissioner has issued a commitment to insure said 
mortgage loan in an amount not to exceed $___._--------- , which amount, how- 
ever, is subject to reduction under the circumstances and conditions outlined 
in this Agreement ; and 

WHERBZAS, under the provisions of Section VIII of the Administrative Rules 
under said Section 908 of the National Housing Act, Mortgagor, Mortgagée and 
Commissioner shall, prior to initial endorsement of the mortgage for-insurance 
enter into an agreement under which the Mortgagor shall agree to execute the 
Certificate required pursuant to Subsection 3 of said Section VIII of the Ad- 
ministrative Rules, comply with the obligation of the Mortgagor to reduce the 
amount of the mortgage loan as set forth in Subsection 2 of said Section VIII 
and disclose the relationship, if any, between Mortgagor, or any of its Officers, 
Directors or Stockholders, with the General Contractor selected to perform the 
construction, the Mortgagor further agreeing that the execution of the Certifi- 
cate required pursuant to said Subsection 3 may be accepted by the Commissioner 
as evidence that no change in such disclosed relationship has occurred during 
constructio: and prior to tle execution of such Certificate; and 

NOW, THEREFORE, THIS AGREEMENT WITNESSETH : 

(1) That in consideration of the agreement by the Mortgagee to make said 
mortgage loan and as an inducement to the Commissioner to insure said loan in 
favor of the Mortgagee and in further consideration of $1.00 in hand paid, receipt 
whereof is hereby acknowledged, the Mortgagor agrees to submit to Commis- 
sioner prior to the receipt of the final advance under the mortgage and the final 
endorsement of the loan for insurance but in no event later than the date fixed 
in the building loan agreement for completion of the project or any extension 
thereof approved in writing by the Commissioner a Certificate accompanied by 
statements by Mortgagor and the General Contractor, in form prescribed by 
the Commissioner, itemizing all actual costs of labor and materials and necessary 
services in connection with the construction of the physical improvements on the 
mortgaged property or project (exclusive of off-site utilities and streets and of 
organization and legal expenses) including, but not limited to, utilities within 
the boundaries of the property or project; architect’s fee actually paid, no part 
of which has or will accrue to the benefit of Mortgagor; taxes, interest and 
insurance during construction; and other miscellaneous charges incidental to 
construction and approved by the Commissioner but excluding all kickbacks, 
rebates and normal trade discounts received in connection with the construction 
of such physical improvements. ' 

(2) Mortgagee and Mortgagor agree that the mortgage by its terms shall be a 
lien only to the extent of advances of mortgage proceeds actually made there- 
under by the Mortgagee, together with accrued interest thereon. They further 
agree in the case of a mortgage on real estate held in fee simple that if the actual 
cost (or in the case of a mortgage on the interest of a lessee, 90 per centum of 
the actual cost), of the physical improvements on the mortgaged property or 
projeet (exclusive of off-site utilities and streets and of organization and legal 
expenses) shall exceed the total of all advances except the last advance, but 
shall be less than the face amount of the mortgage that the amount of the final 
advance shall only be to the extent of such excess, and that such advance, 
together with the sum of all prior advances, shall constitute the amount of the 
loan. 

(8) Mortgagor agrees that if the actual cost of the physical improvements 
defined above, if the real estate is held in fee simple (or 90 per centum of such 
actual cost if the mortgage is on the interest of a lessee) shall be less than the 
total of all advances actually made by the Mcrtgagee prior to the date of such 
certification, to pay within sixty days after such certification, to the Mortgagee, 
for application to the reduction of the then outstanding balance of principal of 
the mortgage, the amount by which such principal balance shall exceed the 
actual cost. The Mortgagee agrees that upon receipt by it of such amount that 
the contract of insurance will likewise be reduced by the amount.the mortgage 
is so reduced. The Mortgagee and Mortgagor further agree to execute such 
instrument or instruments as may be required to legally accomplish such re- 
duction of the mortgage. 

(4) Mortgagor certifies that the relationship, if any, between the Mortgagor, 
or any of its Officers, Directors or Stockholders with the General Contractor 
selected to perform the construction is as follows: (If none, so state.) 

(5) The Mortgagor agrees to notify the Commissioner, in writing, prior to 
final endorsement of the loan for insurance of any change in any disclosed 
relationship which has occurred subsequent to the execution of this agreement, 
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which results in an identity of interest between the Mortgagor and the General 
Contractor, in which case the Mortgagor’s Certification of Actual Cost will be 
accompanied by the Contractor’s statement of actual cost in form prescribed by 
the Commissioner. It is agreed that in the absence of such notice the Mort- 
gagor’s Certification of Actual Cost may be accepted by the Commissioner as 
evidence that no change, which has resulted in an identity of interest, has oc- 
eurred in the relationship between the Mortgagor and the Contractor subsequent 
to execution of this agreement. 

(6) Mortgagor agrees to keep and maintain adequate records of all costs of 
construction and to make such records available for examination upon request 
by the Commissioner, it being understood, however, that where it is established 
to the satisfaction of the Commissioner that there is no identity of interest 
between the Mortgagor and the General Contractor, as provided in paragraph 
(4) hereof, the amount of the construction contract between the Mortgagor and 
the General Contractor will be accepted as the actual cost-to the Mortgagor 
of the work to be performed chereunder. 

(T) Mortgagor agrees that, where paragraph (4) above reflects any identity 
of interest between the Mortgagor and the General Contractor, Mortgagor wiil 
include in the contract for the performance of the construction of the project 
a provision requiring the General Contractor, upon completion of the project, 
to submit to the Mortgagor for delivery to the Federal Housing Commissioner 
a statement of all actual costs of labor and materials and necessary services 
in connection with the construction of the physical improvements on the mort- 
gaged property or project, said statement to be in form prescribed by the 
Commissioner. 

(8) Mortgagor agrees that if there is any identity of interest between the 
Mortgagor and the General Contractor the construction contract will be on a 
cost plus fixed fee basis with a maximum upset price, and for the purpose of 
determining the actual cost of the physical improvements on the mortgaged 
property, any fee in excess of $_.--..-----. will not be recognized by the Coin- 
missioner as cost. Mortgagor further agrees that for the purpose of determining 
actual cost, the Architect’s fee shall not exceed $__..____--~_-. 

(9) Mortgagor understands and agrees that the foregoing agreements and 
certifications made by it were made, presented and delivered for the purpose of. 
influencing an official action of the Federal Housing Administration and of the 
Federal Housing Commissioner and may be relied upon by the Commissioner as 
a true statement of its agreements and certifications. 

(10) Mortgagee understands and agrees that the foregoing agreements made 
by it were made, presented and delivered for the purpose of influencing an official 
action of the Federal Housing Administration and of the Federal Housing Com- 
missioner and may be relied upon by the Commissioner as a true statement of its 
agreements. 

IN WITNESS WHEREOF the parties hereto have duly executed this agree- 
ment the day and year first above written. 


ATTEST : 


oe ee a ee oe ee ee wom ewww we ee we we ww wee oe ww www owe 


(Mortgagee) 
FEDERAL HOUSING COMMISSIONER, 


DY eb ie in Diba beside Bie kes 
(Authorized acent) 


FHA Form No. 8377A 


AGREEMENT AND CERTIFICATION 


(For use in connection with insurance upon completion under section 908) 


This agreement made this _.----__------------ ee We yA 
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corporation (hereinafter called Mortgagor), -..--.---------.---_--------.--- > 
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and the Federal Housing Commissioner (hereinafter called Commissioner) ; 

WHEREAS, Mortgagor has applied to Mortgagee for a mortgage loan in the 
ee es for the purpose of erecting a housing project to 
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WHERBAS, Mortgagee has applied to the Commissioner for mortgage insur- 
ance under Section 908, Title LX, of the National Housing Act, covering said 
mortgage loan and Commissioner has issued a commitment. to insure said mort- 
gage loan upon completion of the project in an amount not to exceed $....----__ 
which amount, however, is subject to reduction under the circumstances and 
conditions outlined in this Agreement ; and, 

WHEREAS, under the provisions of Section VIII of the Administrative Rules 
under said Section 908 of the National Housing Act, Mortgagor, Mortgagee and 
Commissioner shall, prior to endorsement of the mortgage for insurance enter into 
an agreement under which the Mortgagor shall agree to execute the Certificate 
required pursuant to Subsection 3 of said Section VIII of the Admigistrative 
Rules, comply with the obligation of the Mortgagor to reduce the amount-of the 
mortgage loan as set forth in Subsection 2 of said Section VIII and disclose the 
relationship, if any, between Mortgagor, or any of its Officers, Directors, or Stock- 
holders, with the General Contractor selected to perform the construction, the 
Mortgagor further agreeing that the execution of the Certificate required pur- 
suant to said Subsection 3 may be accepted by the Commissioner as evidence that 
no change in such disclosed relationship has occurred during construction and 
prior to the execution of such Certificate ; and, 

NOW THEREFORDE THIS AGREEMENT WITNESSETH: 

(1) That in consideration of the agreement by the Mortgagee to make said 
mortgage loan and as an inducement to the Commissioner to insure said loan in 
favor of the Mortgagee and in further consideration of $1.00 in hand paid, receipt 
whereof is hereby acknowledged, the Mortgagor agrees to submit to Commissioner 
prior to endorsement of the loan for insurance a Certificate accompanied by 
statements by Mortgagor and the General Contractor, in form prescribed by the 
Commissioner itemizing all actual costs of labor and materials and necessary serv- 
ices in connection with the construction of the physical improvements on the 
mortgaged property or project (exclusive of off-site utilities and streets and of 
organization and legal expenses) including, but not limited to, utilities »ithin 
the. boundaries of the property or project; architect’s fee actually paid, mo part 
of which has or will accrue to the benefit of Mortgagor; taxes, interest, and in- 
surance during construction ; and other miscellaneous charges incidental to con- 
struction and approved by the Commissioner but excluding all kick-backs, rebates, 
and normal trade discounts received in connection with the construction of such 
physical improvements. 

(2) Mortgagee and Mortgagor agree that, prior to endorsement of the loan for 
insurance, (1) in the case of a mortgage on real estate held in fee simple, the 
mortgage loan and the commitment will be reduced by the amount, if any, by 
which the amount of the mortgage loan and the commitment exceeds the actual 
cost, as certified by the Mortgagor, of the physical improvements on the mort- 
gaged property or project (exclusive of off-site utilities and streets and of organ- 
ization and legal expenses), or (2) in the case of a mortgage on the interest of a 
lessee, the amount of said mortgage loan and the commitment will be reduced 
prior to endorsement of the loan for insurance by the amount, if any, by which 
the proceeds of the mortgage loan and the commitment exceed 90 per centum of 
the actual cost, as certified by the Mortgagor, of the physical improvements on 
the mortgaged property or project (exclusive of off-site utilities and streets and 
of organization and legal expenses). 

(3) Mortgagor by its execution of this Agreement agrees to the acceptance of 
the mortgage loan reduced by the amount, if any, by which the amount of. the 
comminitepent 08 $9.20 2 cee Se A, Se exceeds (1) the actual cost of the 
physical improvements as disclosed by the certification of the Mortgagor pursu- 
ant to the provisions hereof if the real estate is held in fee simple or (2) 90 per 
centum of the actual cost of the physical improvements as above defined if the 
mortgage is on the interest of a lessee and the Mortgagee agrees to execute such 
instrument or instruments as may be required to legally accomplish such reduc- 
tion and Mortgagee agrees that the contract of insurance will likewise be reduced 
by the amount the mortgage and commitment is so reduced. 

(4) Mortgagor certifies that the relationship, if any, between the Mortgagor, 
or any of its Officers, Directors, or Stockholders with the General Contractor se- 
lected to perform the construction is as follows: (If none, so state.) 

(5) The Mortgagor agrees to notify the Commissioner, in writing, prior to en- 
dorsement of the loan for insurance of any change in any disclosed relationship 
which has occurred subsequent to the execution of this agreement, which results 
in an identity of interest between the Mortgagor and the General Contractor, in 
which case the Mortgagor’s Certification of Actual Cost will be accompanied by 
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the Contractor’s statement of actual cost in form prescribed by the Commissioner. 
It is agreed that in the absence of such notice the Mortgagor’s Certification of 
Actual Cost may be accepted by the Commissioner as evidence that no change 
which has resulted in an identity of interest has occurred in the relationship be- 
tween the Mortgagor and the Contractor subsequent to execution of this agree- 
ment. 

(6) Mortgagor agrees to keep and maintain adequate records of all costs of con- 
struction and to make such records available for examination upon request by 
the Commissioner, it being understood, however, that where it is established to 
the satisfaction of the Commissioner that there is no identity of interest between 
the Mortgagor and the General Contractor, as provided in paragraph (4) hereof, 
the amount of the construction contract between the Mortgagor and the General 
Contractor will be accepted as the actual cost to the Mortgagor of the work to be 
performed thereunder, 

(7) Mortgagor agrees that, where paragraph (4) above reflects any identity of 
interest between the Mortgagor and the General Contractor, Mortgagor will in- 
clude in the contract for the performance of the construction of the project a pro- 
vision requiring the General Contractor, upon completion of the project, to sub- 
mit to the Mortgagor for delivery to the Federal Housing Commissioner a state- 
ment of all actual costs of labor and materials and necessary services in connec- 
tion with the construction of the physical improvements on the mortgaged prop- 
erty or project, said statement to be in form prescribed by the Commissioner. 

(8) Mortgagor agrees that if there is any identity of interest between the Mort- 
gagor and the General Contractor the construction contract will be on a cost plus 
fixed fee basis with a maximum upset price, and for the purpose of determining 
the actual cost of the physical improvements on the mortgaged property, any fee 
in @féeae*or $_.......--...... will not be recognized by the Commissioner as 
cost. Mortgagor further agrees that for the purpose of determining actual cost, 
the Architect’s fee shall not exceed $.....------~-. 

(9) Mortgagor and Mortgagee understand and agree that the foregoing is 
made, presented, and delivered for the purpose of influencing an official action of 
the Federal Housing Administration and of the Federal Housing Commissioner 
and may be relied upon by the Commissioner as a true statement of the Agree- 
ments and Certifications contained herein. 

IN WITNESS WHEREOF the parties hereto have duly executed this agree- 
ment the day and year first above written. 

ATTEST : 


(Mortgagee) 
FEDERAL HOUSING COMMISSIONER, 


(Authorized agent) 


Senator Dovetas. Mr. Chairman? 

The Cuarrman. Senator Douglas. 

Senator Dovetas. I would like to point out, if I may, that these 
precautionary measures were written into the Military Housing Act, 
and into the Defense Housing Act by the Senate, and not the FHA. 

The Cuarrman. That iscorrect. I think the authors of the amend- 
ment were Senator Bennett and Senator Douglas. 

Senator Doveias. That is correct. And we received no support 
from FHA in this process. 

I would like to ask the witness why, if he believes it desirable, doesn’t 
ity support similar precautions in other sections of the Housing 

ct 

Mr. Greene. Senator,I can only answer for myself on that. I don’t 
believe I testified before your committee, in the first place, but if I had 
I doubt if I would have done any differently from any of the rest of 
them. But at that time I had no conception that there were any such 
pai occurring in section 608. Today, as I say, I can’t recon- 
cile thena. 
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Senator Doveias. Here is the thing that puzzles me: Why should 
these facts be known to Senators, who have only an inciden .- 
tion with FHA, and who are busy on a multitude of other subjects! 
Why should these facts be known to us and yet not known to A, 
which has the conduct of the whole program? Your knowledge 
should be infinitely greater than ours. 

Mr. Greene. I do not know of any case, Senator, that was ever pre- 
sented to us that showed any substantial difference between the esti- 
mated cost and the actual cost. I know of no such case. 

The Cuatrman. Of course you never knew what the actual costs 
were. You didn’t ask for them, or you didn’t require them. 

Mr. Greene. That is right. 

The Cuarrman. Except you had a right to do so under the charter. 

Mr. Greene. And, as I say, through these financial statements, if we 
had an opportunity of reviewing them. 

The Cuarrman. As the holder of preferred stock in these corpora- 
tions, you had the right to ask for them. 

Mr. Greene. Yes, sir. 

The Cuamman. We may, during this investigation, ask the FHA 
to get all that information. Of course, we can subpena it likewise. 
We have the right to it. 

Senator Douglas. 

Senator Doveras. One final point I would like tomake. The quali- 
fications on 90 percent of replacement cost, including these items, was 
not meant as an expansive factor, but a further limitation. 

The CHarrman. You see, the 90 percent of replacement cost was 
based upon costs as of 1947. The purpose of that was to keep them 
down, because prices were rising. We wanted to keep the costs down 
and keep the mortgage down. That had a tendency to keep the re- 
placement cost based upon costs existing in 1947 because costs were 
rising all the time, you see. So that there was a tendency on the part 
of the Congress to keep the costs down. 

You don’t have any suggestions, then, in this proposed bill, to 
tighten it up and eliminate this sort of thing happening? You think 
we ought to write in the law when the project is finished that they 
must submit their costs? 

Mr. Greene. Yes, I do. 

The Cuarrman. And then that the mortgage be subject to an ad- 
justment if, in the opinion of the FHA, they want to do so. How are 
you going to handle this? Suppose it actually costs more than your 
estimate, would that allow them a larger mortgage ? 

Mr. Greene. I don’t believe you can do that, Renate. In the first 
place, the lending institution would have to agree to do that. 

The Cuarrman. You don’t think we should do that? 

Mr. Greene. No, sir. 

The Cuarrman. If you don’t do that, I sup the tendency will be 
to make all estimates a little higher in order to take care of any 
miscalculations. 

Senator Bush. 

Senator Bus. Inasmuch as we have to recess shortly, I suggest 
that the witness was going to make a couple of observations, which I 
don’t think he has gotten to yet. Could we have him make them? 

The Crarmman. Yes. 
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Mr Greene. I would like to make those for the purpose of the 
record. 

Last week Mr. Kane, legislative attorney, Office of the Comptroller 
General, told about extensive operations in United States Government 
securities for income purposes. And he also spoke about our making a 
profit out of the sale of some tax-free Government bonds. _ ‘ 

I want to explain for the record that the funds that are invested in 
FHA are not in essence FHA’s funds, as they would be of a private 
corporation. They are funds that belong to the mutual mortgage 
insurance fund, and are their moneys. And the finance committee, of 
which I was chairman, I think was charged with the responsibility of 
investing that money as safely and as wisely as we could. We intended 
to do that. 

Now, we did have a block of tax-free bonds, United States bonds, 
that were selling at a good premium, which naturally raised the ques- 
tion to the committee as to why we should hold these bonds when we 
could sell them at a premium, But before doing it, we took the matter 
up with the Secretary of the Treasury, and it was decided we would 
not. sell them until we got his personal written concurrence, that it 
was not in conflict with the physical policy of the United States Gov- 
ernment. I simply wanted to state we did take that precaution. 

The other thing I wanted to mention, Mr. Kane made the statement 
in his testimony, and I am sure he was honest. about it, but. I am sure 
he was misinformed, with reference to section 608, that the Govern- 
ment. could hold back for billions if another depression catastrophe 
hit us. 

The CuatrmMan. What is that? 

Mr. Greene. That the Government might hold back billions if 
another catastrophe depression hit us. 

Senator Busy. You mean on account of foreclosure? 

Mr. Greene. Yes. 

Now, Mr. Chairman, I was chairman of the finance committee 
through its entirety. The others on that committee, and myself have 
worked very hard to build a firm, sound operation. . It is a new one. 
We had no experience to go by. There is no other mortgage lending 
operation like this. We had to build out of reserves. 

I am not in FHA any more, but I want to say this to this committee, 
that I hope that this investigation which is entirely necessary will 
not in the minds of the lending institutions change heir mind about 
the fundamental soundness of FHA. To me it is a sound organiza- 
tion, and I hope it will stay that way, and I hope it will not be affected 
by these kinds of statements. 

Now, we paid back to the United States Government every penny 
that they had advanced, together with interest, some $70 million last 
year. We called in all our outstanding debentures, $6 million or $7 
million worth of them. In addition to that, we have an earned service 
account of over $350 million, most of which is represented in United 
States Government bonds. In addition to that, the administration has 
an annual income currently of $100 million a year, after paying all 
of their operating expenses. 

In addition to all of those things, Mr. Chairman, if the depression 
started tomorrow morning and we had to take back an unreasonable 
number of properties, the Federal Housing Administration would 
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not have to pay out a single dollar for 10 years, during which time we 
have premiums—— 

The Cuarrman, You mean because you would issue debentures in- 
stead? You would increase the national debt? 

Mr. Greene. That is right, sir. We would have premiums coming 
in for 10 years, even at a reduced rate, which would be a sizable 
amount, plus—and this is so often overlooked—that we have the: se- 
curity, the property itself, which comes back to us before a claim is 
ever paid, and we can hold that property until it can be placed on the 
market normally, and charge the obligation of the debentures. 

Now, I will conclude, Mr. Chairman, and say that I do hope that 
the Federal Housing Administration will continue as a sound organi- 
zation that it is. If there are things that have occurred here that 
need to be straightened out, I know your committee will do it. And 
you have my honest statement that I will be glad to help in any way 
that I possibly can. 

The Cuamrman. We will be fair with every witness. We will be 
honest. We will try to get the facts. But we will make no effort what- 
soever to whitewash anybody. If things have been done in the past 
that are wrong, we-will certainly expose them, and if we find, as a re- 
sult of our investigation, that there isn’t anything to it, we will so 
state. 

Mr. Greens. Whitewashing will help nobody, sir. 

The Cuatrman. Thank you. 

(Mr. Greene’s testimony before the House Independent Offices Ap- 
propriations Subcommittee follows :) 


STATEMENT OF WALTER L. GREENE, COMMISSIONER 


Mr. Chairman and members of the committee, I appreciate this opportunity 
to discuss our 1954 budget with you. 

The FHA budget is a balanced budget. 

Fee and premium income is estimated at more than $137 million, expenses 
at a little less than $34 million. This results in an expense-to-income ratio 
of 24.7 percent. If you will refer to exhibit A you will see how this compares 
with the experience of the 10 largest casualty stock insurance companies. The 
average ratio for these companies ranges from 37 to 39 percent in the postwar 
years. Individual companies range from a low of 34 percent to a high of 42 
percent. The FHA ratio of 24.7 percent is unusually low. 

Now if you will look at exhibit B it shows that the 1954 field budget is based 
upon a reduction in unit cost of processing from $42.78 in 1952*to $87%69.. This 
represents a saving of more than $3.4 million for the workload estimated in 
1954. 

The most serious problem which confronts us is the detrimental effect of the 
successive cuts in our administrative budget over the last 3 years. (Exhibit C 
will show you what has taken place.) Our insurance in force has been con- 
stantly increasing while our administrative staff has been repeatedly cut. Today 
the insurance outstanding amounts to about $16 billion and our administrative 
force has been reduced to a little over 800 employees. This has resulted in 
piling up backlogs of day-to-day work to an almost unmanageable extent and, 
more important, it produces a gradual deterioration of essential internal con- 
trols. It has meant a serious curtailment in auditing functions and examinations 
of our field offices and of lending institutions. I earnestly appeal to you 
gentlemen to give this matter your special consideration. 


MILLIONS OF DOLLARS 


NUMBER OF EMPLOYEES 
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a of income over and above expenses. 
a E Notwithstanding the fact that our estimates for the past 3 years have been 
n- My eut, we would, of course, expect your committee to make further cuts in any 
as expenditure which in your informed judgment was not necessary to our effective 
u : operations. On the other hand, we are obliged to point out that any blanket 


cut made in the budget estimate of the FHA, solely to accord with your pro- 
gram to balance the Federal budget, will not accomplish the purpose intended. 
Actually, such a cut will effectuate an amplified reduction in FHA’s income 
and result in exactly the opposite effect on the Federal budget which you 
gentlemen desire. 

Thank you. I shall be happy to answer any questions which the committee 


may have. 








1694 HOUSING ACT OF 1954 


The Cuarrman. I would like to make this statement for the benefit 
of the committee: I would like to have an executive meeting at 10 
o’clock tomorrow morning, and then at 10:30 we will continue with 
our open hearings, because I want to talk to the committee about some 
procedures. 

We will now recess until 2 o’clock, at which time our witnesses will 
be Mr. Bovard, the former General Counsel of the Federal Housing 
Administration, Mr. Murphy, former Associate General Counsel, and 
Se if we get to it, Mr. Perce, Deputy Assistant Commissioner, 

ederal Housing Administration. 

We will now recess until 2 o’clock. 

(Whereupon, at 12:15 p. m., the committee recessed, to reconvene 
at 2 p. m., the same day.) 


AFTERNOON SESSION 


(The committee reconvened at 2 p. m., Senator Homer E. Capehart, 
chairman, presiding.) 

The CHamman. The committee will please come to order. Our 
first witness will be Mr. Burton C. Bovard, General Counsel of the 
— Housing Administration. Mr. Bovard, will you be sworn, 

ease ¢ 
’ Do you solemnly swear to tell the truth, the whole truth, and noth- 
ing but the truth, so help you God? 


TESTIMONY OF BURTON C. BOVARD, GENERAL COUNSEL, FEDERAL 
HOUSING ADMINISTRATION 


Mr. Bovarp. I do. 

The Cuamman. Thank you. 

Mr. Bovard, how long were you with the FHA ? 

Mr. Bovarp. About 19 years. 

The Cuarrman. You were with the FHA in 1934 when the law was 
first passed ? 

Mr. Bovarp. No; 1935. 

The A tenn Were you General Counsel during that entire 

riod 
oer. Bovarp. No; I was appointed General Counsel in 1940. 

The Cuarrman. What were your duties prior to that time? 

Mr. Bovarp. I was Assistant General Counsel for a certain period 
of time. I have forgotten exactly how long. Prior to that I was an 
attorney in the Legal Division there. 

The Casares ax. Say that again, will you please? 

Mr. Bovarp. I was Assistant General Counsel immediately prior to 
becoming General Counsel. 

The Carman. You were Assistant General Counsel from 1934 to 
1940? 

Mr. Bovarp. No; I came in in the summer of 1935 as administrative 
assistant. For a few months I was not in the Legal Division. Then 
I was transferred to the Legal Division as an attorney and then be- 
came Assistant General Counsel sometime prior to 1940. I have 
forgotten when. 

The Cuarmman. Since 1940 you have been the General Counsel, up 
until when? 


ee Oe 


ca 
¢ 
bs 
i 
3 
7 
; 
, 








F 
ti 
tl 
h 


- — —-~ 


enefit 
at 10 
with 
some 


will 
ising 
and 
ner, 


vene 


art, 


Our 
the 
orn, 


»th- 


AL 


ire 


i An SOIC) hE en 1 ie i ir apron. 


st, 


abe. 


PEARS A CURE Caste hs 0 


HOUSING ACT OF 1954 1695 


Mr. Bovarp. I am still General Counsel. 

The Cuamman. That’s right, you are still General Counsel. Just 
tell us briefly what your duties are as General Counsel. 

Mr. Bovarp. I am responsible for the Legal Division and advise 
the Commissioner and the other administrative officers with respect 
to interpretations of law, the legal effect of proposed action, and 
assist, of course, in drafting legislation and amending rules and regu- 
lations, and so forth. 

The Cuatrman. Did you give them a verbal or a written opinion 
that all of the items under title I came within the scope of the law ? 

Mr. Bovarp. I don’t know as to all the items. We do have to make 
determinzstions with respect to the eligibility of certain items. 

The CxarrmMan. Did they «sk your opinion on each and every one? 

Mr. Bovarp. No, not personally. Of course, we do not have occa- 
sion to make that determination except upon the payment of the 
claim, or we may have an inquiry from a lender or from a manu- 
facturer. 

The Cuairman. Now, wait a minute. You say you have no oppor- 
tunity to make that determination except when a claim is motel 

Mr. Bovarp. We have no obligation to make that determination. 

The CuatrmMan. Until a claim is made? 

Mr. Bovarp. Until a claim is made. 

The CHatrmMan. Are you saying that you do permit and did permit 
authorized bankers to insure anything they wanted to? 

Mr. Bovarp. Under title I, we don’t examine or approve the indi- 
vidual loans, The loans are reported to us for insurance. 

The CuHarrman. Then let’s start all over again. How does the 
banker know what items he can and what items he cannot insure, 
what items are, or are not, insured under your insurance ? 

Mr. Bovarp. Of course, the language of the act and the regula- 
tions 

The Cuatrman. In other words, FHA sends the banker the law 
and the regulations, and then he figures it out from those? 

Mr. Bovarp. That’s right. 

The Cxarrman. That big list of five or six hundred names. The 
FHA furnished us with some X number of items on which under 
title I they have been guaranteeing the credit. Here are a number 
that I will not read. You know what they are. Explain to me just 
how they get into the system. 

Mr. Bovarp. I don’t know. 

The Cuarmman. For example, take heaters. Who said that the 
Government would guarantee the loans that the banks made on 
heaters? Who originally said it? 

Mr. Bovarp. It is possible that a manufacturer of heaters could 
have inquired of FHA as to whether a heater was or was not eligible 
under title I. 

The CuatrMan. He made inquiry from FHA here in Washington ? 

Mr. Bovarp. He might very well have. 

The Cuammnan. If he did make inquiry in Washington, who in 





Washington said “Yes” or “No”? 

Mr. Bovarp. Well, it would first come to the Administrative Sec- 
tion. They would presumably refer it to the Legal Division to see 
whether or not it came within the—— 

The CuHarrMan. Within the law? 
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Mr. Bovarpv. The provisions of the act, yes. We might make con- 
ditions. We might say, yes, if properly and permanently installed. 

The Cuarrman. As the General Counsel for PHA, are you familiar 
with this list? I am holding it up here. 

Mr. Bovarp. No, I am not. I have never seen it, sir. 

The Cuatrman. You never saw it! 

Mr. Bovarp. No. 

The Cuairman. You never once gave them an opinion that a ken- 
nel or a television aerial was a permisible insurance item ? 

Mr. Bovarp. It may be. I am confident nothing with respect to a 
kennel, I had never had any inquiries with respect to a dég kennel 
or something of that sort. 

The Cruatrman. Here is a whole list. Masonry; moisture vents; 
nooks, breakfast ; outlets, electric; painting, pantry; partitions; pent- 
houses; piers; pails; pillars; piping; plastering; porches; pump, 
water ; paneling; papering; plumbing fixtures; photo murals; poultry 
houses. That is all on one page. What we are trying to find out is, 
who approved those things to be financed by FHA ? 

Mr. Bovarp. I don’t know, sir. I have never seen or heard of the 
ist. 

The Cuarrman. You never have, and you are the General Counsel / 

Mr. Bovarp. I am, but I have never heard of that. 

The Cuarrman. I believe we have had testimony here before—I for- 
get who it was from and will the staff dig it out—from a reliable wit- 
ness in our hearings heretofore that you, the General Counsel, were 
responsible and that you approved and gave them an opinion as to 
whether these things were or were not permissible. 

Mr. Bovarp. It is, of course, possible that the administrative section 
under title I had a list presented to them or drew a list, although I 
doubt if they did, and had it approved by the legal division. 

Senator Bennett. Will the chairman yield ? 

The CHaran. Yes. 

Senator Bennett. I wonder if we are not confused over the word 
list. I can understand that the General Counsel’s office probably 
never was presented with a list and asked, “Would you approve every- 
thing on the list?” But, they were probably presented with each 
item separately as it came up and before the item got on the list. 

The Caarrman. Is that the case? 

Mr. Bovarp. That is quite possible. 

The Cuarmrman. Do you ever remember as the General»Counsel 
telling them either verbally or in writing that penthouses or piers or 
photo murals or poultry houses or paving or paneling or porches were 
permissible items ? 

Mr. Bovarp. I don’t recall any specific mention of those particular 
items, but I am confident that if they had been presented to me, I 
would have said, “Yes, they are eligible.” 

The Cuarrman. Under the law? 

Mr. Bovarp. Under the law. 

The Cuarmman. Why do you so interpret it? Do you consider all 
of those things home improvements ? 

Mr. Bovarp. The law doesn’t require for eligibility under title I 
that it be a home improvement. It could be an improvement to a store. 
As I recall, it requires that it must be an alteration or an improvement 
upon or in connection with an existing structure. 
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The Cuamman. That phase of it only applies to requirements, but 
the original law, of course, talked about repairs and home improve- 
ments. While you don’t remember of approving any of these things, 
had it been called to your attention, your opinion is that you would 
have approved them ? 

Mr. Bovarp. I certainly would have. 

The Cuamman. And, you think all of these items, then, are—— 

Mr. Bovarp. The ones that you have mentioned seem to me to be—— 

The CuamrMan. Would you have approved of a television aerial ¢ 

Mr. Bovarp. It could very well be. I don’t know as to that. The 
question would be whether or not it is an improvement upon, or in con- 
nection with, an existing structure. That would be the-eriteria that 
we would establish. 

The Cuatrman. Here on April 19, 1954, I will read the testimony : 


The CHAIRMAN. Do you insure burglar alarms? 

Mr. Frentz. Yes. 

Senator MAysank. In houses? 

Mr. FRrentTz. Yes. 

The CHAIRMAN. Who passes upon the categories of items or the items that come 
under this? 


Meaning, of course, this list. Mr. Frentz answered. Do you know 
him? 

Mr. Bovarp. Yes, indeed. 

The Cuatrman. Wasn’t he in charge of title I? 

Mr. Bovarp. Yes. 


The CuarmMan. He says, “Our General Counsel.” 


The OHAIRMAN. Your General Counsel? 

Mr. Frentz. That’s right. 

The CHAIRMAN. Does it work like this, a manufacturer will come in and say, 
“T want you to make this product eligible for”’—— 

Mr. FrRENtTz. That is right, yes, sir. 

The CHAIRMAN. Oh, that is the way it works? 

Mr. Frentz, That is right. I would like to make this comment, that since last 
year we have had innumerable products submitted to us. America is on the 
move. All the new products that are being—— 

The CHAIRMAN. And you have been passing upon these yourself? 

Mr. Frentz. The FHA, 

The CHAIRMAN, And you are going to give us a list of all the approved items? 

Mr. FrENtz. It would be a tremendous list, Senator. 

Senator MaYRBANK. There is no doubt about that. 

The CHAIRMAN. Why would it be tremendous? You passed upon all of them? 

Mr. FRENTz. We will endavor to do our best to get them all, if we can. 

The CHAIRMAN. You say it would be a tremendous list. Do you mean a hun- 
dred items, maybe? 

Mr. Frentz. Oh, it would be my rough guess there may be 500 or 600 or more. 


He presented that list to us. That is the list I have before me. He 
says there are five or six hundred. I haven’t counted them. He says 
you passed upon each and every one of them. 

Mr. Bovarp. Our legal division undoubtedly did pass upon those 
items, the question being, is it, or is it not, an improvement upon, or 
in connection with, an existing structure. 

The Cuarrman, And, your opinion is that each and every one of 
these items—I haven’t seen it, of course. 

Mr. Bovarp. I haven’t seen this list. The ones that you have men- 
tioned to me—except the dog kennel. I can’t imagine that as being 
an improvement upon or in connection with existing structures. 


44750—54— pt. 3 
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The Cuamman. Would you say a television aerial was one? Did 
you approve that? 

Mr, Bovarp. I don’t recall it. 

The Cuamman. Would you approve it? 

Mr. Bovarp. It is quite possible, but I doubt if we would: approve 
a television set, for instance. 

The Cuamman. No; but you approved the aerial ¢ 

Mr. Bovarp. It might very nib be 

The Cuarrman, You did approve it, because they have been financ- 
ing it, so evidently you or your assistants approved it. 

Mr. Bovarp. It would seem to be a permanent improvement to the 
existing structure. 

The Cuatmrman. As General Counsel, during the life of this title I, 
what did you do when all these complaints were brought to your at- 
tention? Didn’t you ever become alarmed about them? 

Mr. Bovarp. Yes; and we sent out our investigators to the extent 
that we could, and investigated the facts to see whether or not we could 
recommend prosecution of the person perpetrating the fraud upon the 
lender, or the borrower. 

The Cuamman. What is your suggestion that we do with this pend- 
ing legislation before us? Have you any thoughts on how we could 
eliminate these alleged irregularities that we have been reading about 
that have been occurring ? 

Mr. Bovarp. Well, of course, the irregularities that I assume you are 
referring to are these high-pressure salesmen, particularly, that induce 
borrowers to buy things that they don’t need and don’t really want, or 
in some instances defraud them absolutely. 

The Cuarrmay. It is all the alleged irregularities that Mr. Olney 
was telling us about and that we have been reading about in the 
paper. You ought to know as well, or better than any of us, as the 
General Counsel for FHA. 

Mr. Bovarp. I don’t know exactly what could be done legislative- 
wise to protect the borrower against unscrupulous salesmen, because, 
of course, we have no contact with them. It may be that if the re- 
sponsibility is put on the lender to inquire into the relations between 
the salesman and the borrower something might be done along that 
line, but with respect to the eligible items to which you have referred, 
it would be a great help if legislation could be enacted which would 
definitely define what would-be eligible. 

The Cuarmmay. You think the law ought to specifically name the 
items, or in categories so simple that no one could misunderstand 
them? 

Mr. Bovarp. Yes; because, of course, there is nothing in the act that 
indicates—nor would I recommend that the FHA impose its judg- 
ment—as to whether the improvement was necessary or created addi - 
tional value. 

The Cuarrman. Why, if you were so conscious of the looseness of 
this act, haven’t you over the past 14, or 15, or 16 years asked Congress 
to tighten it up yourself? Your records would show just the opposite, 
that you gentlemen came here each year with great praise for title I 
and asked that it be renewed and even at the moment you have asked 
that we increase the amount and lengthen the terms. What was there 
about this title I that made everybody over at FHA so proud of it 
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that they wanted to keep its good or bad features under a barrel or 
under a bushel basket? 

Mr. Bovarp. That feeling of recommendation for title I was not 
particularly shared by the 1 Division. As a matter of fact, the 
Commissioner at one time, when Stewart McDonald was Commis- 
sioner—you may recall that he recommended that title I be repealed. 

Senator Maysanx. Whom did he recommend that to? 

Mr. Bovarp. The congressional committee. 

Senator MayBanK. What congressional committee? 

Mr. Bovarp. Whether it was the Senate committee or the House 
committee, I am not particularly sure. 

Senator Maypank, McDonald recommended title I be repealed ? 

Mr. Bovarp. Yes, sir, at one time. 

The Cuarrman. Who is McDonald? 

Mr. Bovarp. He was Acting Commissioner when he came in. 

The Cuarmman. In what year did he recommend that? 

Senator Maysanx. I can tell you about when he did, because Stewart 
McDonald left before I came. I came in 1941, so it was sometime in 
the thirties. I talked to him once or twice after [came here. I would 
like to know for my own information when that was. He was Com- 
missioner, as I recall in the early thirties. He left there when I was 
Governor of South Carolina. 

Mr. Bovarp. Ferguson came in. 

Senator Mayrzanx. That’s right, Ferguson came in when I was 
Governor. 

Mr. Bovarp. He came in as Commissioner later. 

Senator MarpanK. He had left before I came here, but I would like, 
out of curiosity, to know when he recommended that and to what 
committee. 

The Cuamman. We'll see if the staff can find out. What are you 
going to recommend that we do to prevent this sort of thing ever hap- 
pening again? 

Mr. Bovarp. As I suggested, some kind of tightening up or definition 
of the items that would be eligible. 

The Cuatrman. In other words, you recommend that we spell out 
in the law the items that will be covered? What else would you rec- 
ommend ? 

Mr. Bovarp. That is about the only thing that I can think of at the 
moment. 

The Cuarrman. Don’t you think we ought to recommend making 
the banks accept more responsibility ? 

Mr. Bovarp. Yes. Of course, as to whether the banks will accept 
much more responsibility and how that might affect the program, are 
matters that I know nothing about. 

The Cuatrman. I don’t think we care much because if we have to 
have dishonesty and cheating on the part of the American people 
in order to get some business Sine and some repairs done to homes, I 


think we would be better off without them, don’t you? 
Senator Maysanx. Without any program at all. 
The Cuarrman. I think we would be better off without them. 
Senator Bennetr. Mr. Chairman? 
The Cuarrman. Senator Bennett. 
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Senator Bennerr. During the years that you have been General 
Counsel, have you been aware during most of these years that this 
opportunity for swindling existed and that it, in fact, did go on? 

Mr. Bovarp, Oh, yes; we knew that it did go on to some extent, 
because we had complaints and we had investigations and several 
instances were prosecuted. 

Senator Bennerr. To your knowledge, did FHA ever consider a 
general public information program which would alert the ordinary 
person who might be the victim of this kind of an enterprise to the 
fact that these swindlers were possible or might be suspected? 

Mr. Bovarp. I know that numerous administrative letters were 
sent out. 

Senator Bennett. Those were letters within the organization ? 

Mr. Bovarp. No; to the qualified lenders. 

Senator Bennett. I am thinking in terms of the kind of a program 
which would alert the individual long before he met the qualified 
lender to be on the lookout for this kind of a swindle. I put in the 
record this morning a letter from a homeowner in a little town in 
Utah who would have no occasion to know that the swindle existed 
and who was persuaded to buy a fire alarm system by being told that 
FHA required it and that if he didn’t get it by January 1, 1954, he 
would be in trouble. The police department and the fire department 
of that community, when those things happened, released information 
to the press but I notice FHA’s name is not contained in that warning. 
There is no indication that FHA was concerned with the protection of 
that individual. Yet, if it hadn’t been for FHA’s guaranty provision, 
these fellows never would have been able to operate. So, I am asking 
again, do you know of any program that FHA had to alert the ordi- 
nary public to the possibility that they might be subjected to that 
kind of a swindle? 

Mr. Bovarp. I don’t know of any, Senator. 

Senator Bennerr. Don’t you think the problem was sufficiently 
serious? I am interested because when it came to building section 
608’s, FHA spent a lot of time and money and held 600 meetings 
around the United States in order to encourage this program. But, 
when it comes to protecting the ordinary fellow from swindles that 
go on under the name of FHA, apparently there is neither time nor 
money or thought for that kind of a public-relations eengnes I 
wonder if one of the reasons that kind of program wasn’t developed 
was that you didn’t want to suggest that there could be anything 
wrong in FHA. It has been interesting to me since these hearings 
started that some witnesses have come before us and said, “Oh, you 
mustn’t injure the good name of the FHA. The committee must 
make official pronouncements that everything is all right, that this 
thing doesn’t really mean anything. We have got to preserve the 
public faith in FHA.” 

It seems to me that one of the ways to preserve faith is to step out 
boldly in the face of knowledge that you have and alert people that 
the name of FHA might be used as a basis for the kind of thing that 
happened. That is an affirmative action to defend the good name, 
rather than the kind of negative action which would indicate that 
you got through with the few complaints that came to you and cov- 
ered them up and tried to get by with the least criticism. You know 
of no such affirmative action ? 
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Mr. Bovarp. I do not; but there may very well have been such 
affirmative action, without my knowing it. 

Senator Bennetr. I would think as the General Counsel the 
administration would have consulted you, because your department 
would have had the responsibility for the prosecution. Of course, 
as I understand it FHA can’t prosecute these particular swindlers. 
They are disobeying State laws, not Federal laws, and your only 
opportunity is to take action against the lending institutions. 

fr. Bovarp. No, that is not entirely correct, Senator. If they 
make fraudulent statements to the FHA through the means of these 
forms that we had, certificates that we require from them, that would 
be a violation of Federal law. While we don’t prosecute ourselves, 
we investigate the facts and report them—give the report to the 
Department of Justice. 

Senator Bennerr. Mr. Chairman, I would like to suggest before 
we get through that we ask FHA to give us a list of the actual prose- 
cutions on complaints on title I. 

The CuarrmMan. We will do it right now. We won’t wait. We 
will ask the clerk of the committee to secure from the FHA a list of 
the actual prosecutions under title 1. 

(The information referred to follows :) 

Highty-one title I cases referred by FHA to Department of Justice ror action 
between January 1, 1951, and May 7, 1954. 

Mr. Bovard, you are familiar with the fact that every so often FHA 
issued what has been referred to here in this committee as a blacklist of 
dealers, meaning dealers that had violated the rules and regulations, 
and this list was published by FHA and sent out to all the lending 
agencies, some 8,000, I believe. In each instance, did they get your 
approval as the General Counsel before they blacklisted the dealer? 

fr. Bovarp. No. 

The Cuamrman. They just did it themselves? 

Mr. Bovarp. That is, the administrative section did it. 

The CuamMan. On whose complaint did he do it? 

Mr. Boyarp. I don’t know the exact procedure for putting these 
dealers on this precautionary list. You understand we don’t take 
any action against the man on that precautionary list. However, we 
tell lenders if they deal with that man they must get this, that, and 
the other additional information: 

The Cuatrman. You publish it and send it out to 8,000 lendin 
institutions, which makes it public property subject to being oh 
in the newspapers. My point is, wasn’t any care given to make cer- 
tain that the man should have been taken off the list ? 

Mr. Bovarp. Oh, yes, I think so. 

The Carman. You are the General Counsel. Tell us exactly 
what precautions were taken. 

Mr. Bovarp. I can’t tell you the exact procedure. Undoubtedly 
members of my staff who are more familiar with the details—— 

The CuarrMan. Mr. Murphy is our next witness. How long was 
he with you? 

Mr. Bovarp. For a number of years. 

The CuarrmMan. Many years? 

Mr. Bovarp. Yes. , 

The Cuaimman. Do you think he would have the answer to this 


question ¢ 
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Mr. Bovarp. Yes, no question about it. 


The Cuamman. How many lawyers did you have working under 


you as General Counsel ? 

Mr. Bovarp. Well, I don’t recall. 

The Cuamman. Well, about how many? Would you say 2 or 10/ 

Mr. Bovarp. Oh, no, more than that. Maybe as many as 15 attor- 
neys, possibly 20. You see, I haven’t been back to the office for some 
2 weeks. 

The Cuarrman. I mean when you were there how many did you 
have? 

Mr. Bovarp. About that many. I think we had 42 or 50 in the 
Division, 42 or 50 people in the Division which would include secre- 
taries. 

The Cuamman. How many would you have in the Washington 
office ? 

Mr. Bovarp, They would all be in the Washington office. 

The Cuatrman. Then you have these regional offices or State offices. 
You had some attorneys there, didn’t Sant 

Mr. Bovarp. Yes, but they were not on the staff of the Legal Di- 
vision. They were on the payroll of the individual regions and zones 
while they were under our technical supervision in the Legal Division. 
We had maybe 10 field attorneys in addition. 

The Cuarrman. You say “maybe.” You were the General Counsel. 

Mr. Bovarp. Yes, but I don’t remember those figures. 

The Cuarman. Wouldn't you remember a simple thing like that, 
as = srs many attorneys you had working for you? Do they come 
and go? 

Mn Bovarp. Unfortunately, they do come and go. We have had 
a number of cases recently, within the last 2 or 3 years. 

The Cuarrman. What other duties did you have? 

Are there any duties over there that you had where you're positive 
as to what did go on? I am serious about it. It is kind of funny. I 
don’t want to get too critical about this. 

Here you are the General Counsel. You have been there since 1934, 
and you can’t even answer simple questions. I know you’re not 
avoiding them. 

Mr. Bovarp. You mean as to the number of attorneys? 

The Cuarrman. Yes, and as to whether you handled these lists or 
not, 

Mr. Bovarp. I have never seen the lists. I can give you a positive 
answer to that. 

The Cuatrman. You, as General Counsel, didn’t have a system 
where certain legal matters had to be cleared by you before they could 
act ? 

You know, I am beginning to realize why this FHA agency is in 
the trouble it is in. It looks to me like it was a loosely operated and 
administered organization. 

I want to get into these section 608’s in a minute, when we get off 
title I. For example, it seems to me that it is quite a serious thing to 
put a dealer on the blacklist. 

No doubt they belonged on, but it is a pretty serious thing to put a 
dealer on the blacklist. I say you had no method of proving the 
charge or proving that he should go on or should not, as far as you 

ow. 
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Mr. Bovarp. Mr. Murphy can give you a much better answer than 
I can on that. 

The Carman. Let’s get into section 608, unless you gentlemen 
have some further questions on title I. 

You have heard the irregularities, the alleged irregularities. You 
have been reading about them now for 3 weeks in the newspapers and 
I think you possibly have attended some of these meetings. 

What do you think we can do in this law that is before us at the 
moment to prevent that sort of thing happening again, or should it 
be prevented ¢ 

Mr. Bovarp. You are referring, I assume, to the difference between 
the estimated cost and the actual cost. 

The Cuamman. What I am referring to is that I think it was the 
intent of Congress chat they were to get 90 percent of the cost and 
then they gave you, the FHA, the right to estimate the cost so that they 
could make the commitments in advance and so forth. 

It was the intention that they were to get 90 percent of the cost. At 
least, that is what we wanted to give to them. Now, it seems as 
though in many instances they received much more and made a profit 
on It. 

How can we eliminate that sort of thing happening in the future? 

Mr. Bovarp. The only suggestion that I can think of at the moment 
would possibly be cost cesttication, similar to that included in section 
980. 

Senator Maysank. Will the Senator yield? 

The Cuamman. Senator Maybank. 

Senator Maypank. Hasn’t there been some trouble in the so-called 
military housing on cost certification, or have you not heard of that? 

Mr. Bovarp. I haven’t heard of it. 

Senator Maypank. You have never heard any complaints about 
military housing ¢ 

Mr. Saga what nature, Senator? 

Senator MaysBanK. That it costs more than it was supposed to cost, 
even though they were certified ¢ 

Mr. Bovarp. 1 haven’t; no. 

The Cuarrman. I hold in my hand some testimony you gave on 
July 29, 1949, on this subject. It is not necessary to go into it; it was 
put in the record. (See p. 1503.) 

In that you say that it just couldn’t run over a hundred percent. 
Yet according to the Internal Revenue Service, it has gone over in 
several hundred cases. 

Mr. Bovarp. Well now, of course, the determination of costs is en- 
tirely outside our division, the Legal Division. It is a matter of 

underwriting and administrative determination. 

I was listening to the testimony this morning of Mr. Greene, and 
there seemed to be some confusion as to what difference really was. 

It just occurred to me, do we mean the cost to the mortgagor cor- 
poration, or do we mean the cost of the project to the mortgagor cor- 
poration and the builder? 

The Cuarrman. I think what we mean is the cost to the corporation, 
that when it was all finished, owned, the building, or the cost to the 

fellow who got the commitment to insure his mortgage. 

Mr. Bovarp. The cost to the borrower corporation ¢ 
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The Cuatrman. The man who got the commitment to borrow the 
money. 

a It was a corporation, you will recall, in all these section 
608 cases. The mortgagor corporation is a corporation there. 

The Cuarmman. Wait a minute. FHA required that they organize 
a separate corporation, is that right? 

r. Bovarp. Yes; a separate mortgagor corporation, to own and 
operate this project. 

The Cuarman. And they took $100 worth of preferred. stock in 
each, is that correct ? 

Mr. Bovarp. That is right. Of course, theré were some exceptions 
in the under $200,000 cases for a certain short period of time. 

The Cuatrrman. Why did you require that they organize a separate 
corporation in each instance ¢ 

Mr. Bovarp. Because we felt that this corporation should own their 
individual project and should not be engaged in other businesses. 

The Cuarrman. Why? Why wouldn’t it have been better for them 
to have been engaged im a $10 million business and put the assets of 
the other $10 million up against this particular mortgage? 

Why did you want them to be separate corporations and permit 
them to do it with $1,000 or $2,500 or $7,500? 

Mr. Bovarp. I can’t answer the reasons for that. I don’t know. I 
am convinced that 

The Cuatrman. Let me ask you another question. Why, when a 
corporation was organized, let us say, by 3 people, and they put in 
$2,500 each, and then they got a commitment to build a building and 
the FHA would insure their mortgage for, well say, $4 million, why 
didn’t you require that those 3 individuals endorse the mortgage? 

Why did you let them off with just a little $7,500 corporation on a 
$1 million project? There were a lot of them like that. 

Mr. Bovarp. That would be a matter entirely outside the scope of 
the authority of the Legal Division. 

The Cuargman. Did they ever ask your opinion as to whether or 
not it was good business to permit a man with $2,500 to organize a 
corporation and that would be all the assets the corporation had and 
then build $2 million project and the Government would guarantee 
the mortgage up to $2 million? 

Mr. Bovarp. No, sir. 

The Caatrman. They never asked your opinion about it? 

Mr. Bovarp. They did not. 

The Cratrman. Had they asked your opinion, you would have 
advised them what? 

Mr. Bovarp. I don’t know, sir. I would like to pursue that question 
on cost. 

The Crarrman. You go ahead. 

Mr. Bovarp. Where one individual, the same interest, owned both 
the mortgagor corporation and the building corporation, the contract 
price between the two corporations would not be significant as to 
the actual costs of the project. 

It is similar to a man making a contract with himself to build a 
building. He can fix that contract price at any figure which may 
seem advantageous to him or for any reason. 

So consequently, it occurs to me that this wide difference, which 
seems almost unbélievdble ‘between the estimated cost of the project 
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and the actual cost to the mortgagor corporation may be offset by a 
corresponding loss to the contracting corporation. 

Senator Bennerr. Mr. Chairman? 

The CHarman. Senator Bennett. 

Senator Bennett. If that were so, why should the mortgagor cor- 
oration involve itself in the payment of income taxes on the profit, 
if the profit were offset by a loss on the other side ? 

It’s obvious to me that there was no offsetting loss. 

“Mr. Bovarp. Maybe so. I don’t:-knew anything about; those-facts. 

Senator Bennetr. The income tax returns, as I remember, reveal 
that. 

Mr. Bovarp. There are, of course, two separate corporations. 

The Cuatmrman. Mr. Bovard, you were the general counsel at the 
time this law was passed, were you not? And as general counsel one 
of your duties was to write up all the rules and regulations and inter- 
pret the law, is that correct ? 

Mr. Bovarp. We interpreted the law and we assisted in—— 

The Cuarrman. You approved the legal aspects of the rules and 
regulations ? 

Mr. Bovarp. That is right. 

The Cuatrman. Tell us why you insisted, if you did, or if you didn’t, 
who did—I’m going to say this because I think it is true—if it is 
proven later that it is untrue, we will be able to tell as we get into 
these things—that separate corporations be organized with practically 
no meney°or no assets, rather thanepermitting three mdividuals.as a 
partnership to do it, with all the other assets that they might own 
behind this mortgage. Why did you insist on separate corporations 
with no money, or practically no money ¢ 

Mr. Bovarp. I didn’t insist. 

The Cxamman. Then who did? Who adopted that policy? 

Mr. Bovarp. I imagine it was an administrative determination. It 
would normally be an administrative determination. 

The Cuarrman. Let me ask you this: I can see where you might 
have permitted Senator Bennett and me, and Senator Maybank to 
have organized a corporation and put $7,500 in it and financed our 
mortgage for two or three million dollars, because all 3 of us happen to 
have considerable wealth outside this $7,500 that we put in the 
corporation. 

Why didn’t you require that the three of us endorse the mortgage? 

Mr. Bovarp. You probably wouldn’t have been willing to do so. 

The CuairMan. How do you know? My point is: I’m trying to 
find outywhy you people in the FHA insisted that they be-corporations 
with very little, if any, money in them, and then didn’t require that 
the seockhaldees endorse the mortgage until it was paid off. 

Why did you let them off the hook? We will find out before we get 
through, you can rest assured of that, if it takes a year, but I thought 
maybe you could help us. 

Why did you do that? 

Mr. Bovarp. I don’t know. It would have been an administrative 
decision and not a legal decision. 

The Cuamman. We were hopeful we would get that from Mr. 
hw, but he doesn’t want to testify. You know Mr. Powell, don’t 

you 
7 Mr. Bovarp. Yes. 
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The Crarrman. He was there all during the time you were there. 

Mr. Bovarp. It may be that Mr. Perce will be able to give you that. 

toy CHamMan. Did Mr. Powell have complete charge of section 
608 paren 

Mr. Bovarn. He was the administrative head of the Rental Housing 
Section. 

The Cuarrman. Do you know who made the decision that they must 
be separate corporations in every instance? 

Mr. Bovarp. No; I do not. 

The Cuarman. Do you know why they made that decision? 

Mr. Bovarp. One of the reasons they wanted it to be a corporation 
was to facilitate the FHA control over rents and so forth. 

The Cuairman. They could have done that just as well without a 
corporation. 

Mr. Bovarp. You mean if it were an individual ? 

The Cuatrman. Certainly. 

Mr. Bovarp. It is a little more difficult. It has to be by regulatory 
contract. Of course, we did make a few section 608’s under 200,000 
where the mortgagors were individuals. They were uncontrolled as 
to rents and charges. 

The Crarrman. You can control an individual as well as you can 
control a corporation, can’t you, under the law? 

Mr. Bovarp. It is much more difficult because, of course, our author- 
ity after the mortgage is insured depends entirely on contract obli- 
gations. 

The Cuarman. You see what has happened in these instances. 
You see, here would be a man worth maybe $1 million or $2 million. 
He would put up $2,500 or $5,000 in a corporation. 

Well, the corporation is only liable for $5,000, and you gentlemen 
just let him off completely with all the rest of his assets. I am 
trying to find out why you didn’t have him endorse the mortgage. 

Mr. Bovarp. I am convinced that is because he would not have 
endorsed it. - 

The Cuarman. Then let him go; they wouldn't put up a building. 
That is just my point. As I said this morning, you gentlemen are 
afraid you are going to offend somebody. 

You just said you were afraid you were going to offend somebody 
because you were afraid he wouldn’t endorse it. 

Mr. Bovarp. We wanted to put across the program that the Con- 
gress wanted us to put across. 

Fhe Cuitecan. What program did the Congress want you to put 
across ¢ 
‘ A Bovarp. The section 608 housing program, to get builders to 

uild. 

The Crarman. Yes, the Congress passed the law, but we ‘didn’t 
know you were going to administer it as you did. 

I was not here when it was passed, but I am certain they didn’t 
expect you to administer it as you did, permitting these gentlemen to 
get completely off the hook. That is what you did. 

We are just trying to find out why that policy was adopted. Maybe 
there is some good reason. I can’t see it, but maybe there is some 
good reason for it. 

There was nothing in the law that required you to. do it. The law 
did require you to set the rents. The law required you to get certain 
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reports from the owners. The law required you to do certain things, 
but the law didn’t require you to do a single thing that you could not 
have done with an individual as well as with a corporation. 

You will find the pattern all through here is that 3 people or 5 
people organized the corporation and put ina very small amount of 
money. But even if you wanted a corporation, why didn’t you require 
that the owners or stockholders, 3 of them or 5 of them, in- most 
instances, endorse the mortgage? 

Mr. Bovarp. It is the same answer. I don’t believe that they 
would have been willing to do so or that they would have been willing 
to build the buildings. 

The Cuarrman. Why wouldn’t they be willing to do it? If they 
were honest and intended to pay the money and thought it was a good 
project, they would have done it. 

Mr. Bovarp. They didn’t want to put their own personal capital 
at risk. 

The Cuarrman. I think you are going to find two classes of people 
went into these, One was people who had absolutely no money and 
got in on a shoestring, and the other is people with a lot of money that 
organized these little corporations to protect themselves against the 
balance of their wealth and went in in a big way. We will get all of 
that later as we get into this business and get our C. P. A.’s to analyze 
the whole business. Senator Bennett? 

Senator Bennerr. I had a couple of questions. Could the reason 
that you required an incorporation be that you wanted a situation 
under which FHA could take preferred stock? Didn’t FHA take 
preferred stock in every one of these corporations ? 

Mr. Bovarp. That is right. 

Senator Bennerr. What was the reason for requiring these corpora- 
tions to provide FHA with preferred stock? 

Mr. Bovarp. So that we would have control in the event of a default 
in the mortgage or a default under the charter provisions. We could 
step in and oust the existing directors, take over effective control of the 
corporation. 

Senator Bennett. As I remember it, the evidence has been that the 
amount of preferred stock in most cases was $100. 

Mr. Bovarp. That is all. 

Senator Bennerr. Do you think that is enough to give you control ? 

Mr. Bovarp. It was a special type of preferred stock which was 
wholly owned by the Commissioner and was issued for that express 
purpose, and the charter provisions provided that in the event of a 
jefault the preferred stockholders could, upon call of a meeting, 
elect their own directors, ousting the others. 

Senator Bennerr. And the FHA had then two strings to its bow. 
It could proceed under the mortgage or it could proceed under its 
ownership as the owner of preferred stock ? 

' Mr. Bovarp. FHA did not have the mortgage, of course. 

Senator Bennerr. It would eventually get it in the event the mort- 
gage was in default and was turned back by the person who was guar- 
anteed by FHA. 

Mr. Bovarp. The principal purpose of it was to control rents. It 
may be that the building corporation was charging rents in excess of 
the schedule approved by us and that the mortgage was in perfectly 
good standing. 
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Senator Bennerr. Did your ownership of the $100 worth of pre- 
ferred stock give you the power to move in and take over the manage- 
ment in the event of violation of the rental agreement ? 

Mr. Bovarp. Absolutely. 

Senator Bennerr. Then that was the reason for that particular 
device ? 

Mr. Bovarp. Yes. 

Senator Bennerr. You and the chairman have engaged in quite a 
diseussion as to why you insisted’ on a corporation eer pid couldn’t 
give him any answer. 

Could it be that you required a corporation entity in order to have 
this preferred-stock provision ¢ 

Mr. Bovarp. That was the principal reason, no question about it. 

Senator Bennetr. Why didn’t you tell the chairman that 15 or 20 
minutes ago? 

Mr. Bovarn. I am sorry. 

The CuarrMan. You say you did that in order that you would have 
this preferred position with $100 worth of preferred stock. That 
still doesn’t answer the question as to why you didn’t require the 
stockholders to endorse the mortgage, or a portion of it, which you 
didn’t do in any instance. Is that right? 

Mr. Bovarp. That is right, it didn’t answer that. My answer to 
that was merely that I didn’t believe they would do it. 

Senator Bennett. I would just like to. make one other observation. 
I am puazzled by the. Ra SARE TONED, control rents if you are 
dealing with a corporation but you can’t control rents if you are deal- 
ing with an individual. 

During the housing hearings, the rent control hearings in this eom- 
mittee over the last 2 or 3 years, we have had literally hundreds of 
witnesses come before us, individuala who owned and rented property, 
and who found themselves controlled by Federal rent controls. 

That operated whether they were individuals or corporations. I 
can’t see why your program wouldn’t have operated just as effectively. 

Mr. Bovarp. Well, I don’t say that we couldn’t have devised some 
such plan prior to the insurance, but it was not done, and after the 
mortgage was insured, the only authority we would have to control 
these borrowers and the amount of rent that they could charge would 
be by virtue of our preferred stock or contract. obligations or agree- 
ments with them. 

Senator Bennett. Well, it was the only opportunity you had, be- 
cause that was the method you chose. I think it would have been pos- 
sible to have devised a method or a contractual relationship that would 
have worked just as well with an individual. 

Mr. Chairman, I would be interested, since we have covered quite a 
range in the last hour, and also since we are to hear Mr. Murphy 
and later on Mr. Prothro, to know just what the functions of the 
General Counsel’s office are, what Mr. Bovard’s responsibilities were 
in the agency. 

Can you sketch those out for us, Mr. Bovard ? 

Mr. Bovarp. I tried to do so in a general way, to indicate that it is 
our responsibility to advise the Commissioner and the staff with 
respect to the legal aspects of any proposals or actions which he is 
about to take and also to assist in revising rules and regulations and 
statutory changes, legislative proposals. 
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Senator Bennerr. You don’t initiate any policies then? 

Mr. Bovarp. No. 

Senator Bennerr. You'simply advise on the legality of the policies 
initiated by the other sections? 

Mr. Bovarp. The legal effect. 

Senator Bennerr. Was the investigative staff of the agency under 
your control? 

Mr. Bovarp. That is right. 

Senator BeNnetr. Were you in a position to determine whether or 
not an investigation should be made or should not be made, or was 
that power or responsibility in the hands of someone else ¢ 

Mr. Bovarp. It was in the hands of the Legal Division. 

Senator Benner. Then any complaints were sent to you and you 
determined whether or not they should be followed up or whether they 
should be. investigated ¢ 

Mr. Bovarp. They werefollowed up in every instance where we-had 
men available to follow them up. 

Senator Bennerrt. Early in the testimony we were told that at- 
tempts were made to get investigative action on this title I problem 
a long time before it actually occurred. 

Were you conscious that as early as last April, Mr. Cole of the 
Housing and Home Finance Agency was interested in trying to run 
down and investigate these title I scandals that were showing up in 
various parts of the country / 

Mr. Bovarp. Yes; we were also interested in doing that. 

Senator Bennetr. Do you figure that you were as active as you 
could have been under the circumstances ? 

Mr. Bovarp. Absolutely. 

Senator Bennetr. Did any of those investigations since April 1953 
result in prosecution or in the removal of FHA personnel ? 

Mr. Bovarn. You.are.not talking about title I investigations? 

Senator Bennett. I am talking about title I. I understand that 
you conducted no investigations on section 608, that there was no 
problem. 

Mr. Bovarp. I don’t recall. 

Senator Bennetr. You were not alerted to that problem until after 
the story was released here in Washington through the Internal Rev- 
enue Service ¢ 

Mr. Bovarp. Our Investigation Section was under the immediate 
supervision of Mr. Murphy. Mr. Hillock was our Chief Investigator 
and had his crew, and then Mr. Murphy was in charge of the investi- 
gations there. 

e directed Mr. Hillock what investigations to make and-when to 
make them, as far as possible. He may be able to give you more spe- 
cific information as to what cases were prosecuted and so forth, and 
whether or not any of the FHA personnel were let out by reason 
of them. I didn’t know that there were any. 

Senator Bennerr. I don’t know either. I was just asking the 
question. 

Mr. Bovarp. I do not know the details with respect to any particu- 
lar cases. 

Senator Bennett. Going back to the question of your function, 
testimony has also brought out that the question of inclusion of cer- 
tain types of home improvement or certain products that were offered 
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as being eligible for home improvement, that that. determination in- 
volved your Department. 

The question was referred to your Department for determination 
as to whether the particular product or the particular property came 
within the law. 

Mr. Bovarp. That is right. 

Senator Bennerr. Was there any other type of determination af- 
fecting the program, any other similar type of determination referred 
to you? 

Mr. Bovarp. Well, questions may have come up, certainly, with re- 
spect to eligibility of homes for mortgage insurance, 

Senator Bennerr. Specific cases ? 

Mr. Bovarp. Yes. Whether or not, for instance, some of them were 
not entitled to a 90-percent loan unless they were approved for mort- 
gage insurance prior to the beginning of construction by a statute 
which involved a legal determination and so forth. 

Senator Bennerr. To what extent have you been involved in these 
precautionary lists, or your Department, and in the relationship of the 
FHA with the lending. agencies? 

Do you know of any cases where the FHA has taken lending 
agencies off of its list and forbidden them any longer to make title I 
loans? 

Mr. Bovarn. I am convinced that we have had cases where the lend- 
ing agency—but that is quite separate from the precautionary list. 

Senator Bennert. There are two lists, I recognize that. 

Let me ask the question in another way. 

Did your Department have any responsibility for determining 
whether or not specific lending agencies should continue to have the 
privilege of making title I loans? 

Mr. Bovarp. In connection with the legal aspects, as to whether 
they were entitled to a hearing or whether we thought that the facts 
of the case would justify a cancellation of the title I insurance con- 
tract, yes indeed. 

Senator Bennerr. To what extent were you involved in the makeup 
of these precautionary lists? 

Mr. Bovarp. Very little with respect to the makeup, what individ- 
uals would go on the precautionary list. 

The Cuarrman. If the Senator will yield, why don’t we call Mr. 
Murphy and have both of them here? 

Mr. Murphy, will you come forward, please? Mr. Murphy, will 
you be sworn in, please? 

Do you solemnly swear to tell the truth, the whole truth, and 
nothing but the truth, so help you God? 


TESTIMONY OF HOWARD M. MURPHY, FORMER ASSOCIATE GEN- 
ERAL COUNSEL, FEDERAL HOUSING ADMINISTRATION 


Mr. Murruy. Yes, sir. 

The Cuarrman. Will you be seated, Mr. Murphy? You can both 
use the same microphone. 

How long have you been with the FHA, Mr. Murphy? 

Mr. Morrny. A little over 16 years. 

The Cuatrman. And you are the Assistant General Counsel? 

Mr. Murpuy. The past title was the Associate General Counsel. 
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The CuairmMan. Can you tell us—— 

Mr. Murpuy. I have a prepared statement, sir. 

The Cuamman. Do you want to read a prepared statement ? 

Mr. Mureuy. Yes, sir. 

The Cuairman. How long a prepared statement is it? 

Mr. Mvurpuy. It is only about 54% pages. 

The Cuamman. Do you have any objection to my asking you a few 
questions before you read your prepared statement ¢ 

Mr. Murpuy. No, sir. 

The Cuamman. Then why don’t you just be seated. 

Have you resigned from the FHA, Mr. Murphy ? 

Mr. Murpny. Yes, sir; I have resigned. 

The Cuamman. Did they accept your resignation ? 

Mr. Mureny. Yes, sir. 

The Cuarmman. Mr. Bovard, have you resigned ? 

Mr. Bovarp. No; I have not. 

The Cramman. Did they request your resignation ¢ 

Mr. Bovarp, They did. 

The Cuarrman. And so far you have refused to quit? 

Mr. Bovarp. Yes. 

The Cuamman. Mr. Murphy, are you familiar with this list of 
items that were supposedly financed under title 1? 

Mr. Mvurrny. I am not familiar with the specific list, Senator, but 
I’m 
The Cuarmman. Are you familiar with the fact that there is such a 
list ¢ 

Mr. Murpny. I understand that; yes, sir. 

The Crairman. Did you, as the Assistant General Counsel, or 
whatever your official title was, pass upon these yourself or do you 
know who did pass upon them ¢ 

Mr. Mureuy. I think that perhaps about four of us, during the 
process of the years, have passed individually on those specific items. 

The organization of the Legal Division is set up so that we have 
two men who specialize primarily in title I problems. 

The Cuamman. What are their names? 

Mr. Mvurpruy. Presently, the staff is Mr. Warren Cox and Mr. 
Prothro, who has been acting in a supervisory capacity in regard to 
the men in the title I legal work. 

The Cuarman, Tell us just how these different items would get on 
the approved list. 

Mr. Mourpny. I am sure that they come about this way: There are 
requests made by a customer of a bank as to whether or not title I 
financing is available for a particular article or a particular repair 
or improvement, or a manufacturer may want to engage in a program, 
and either the lender or the manufacturer, even the borrower, may 
write in to the Washington headquarters and ask the question: Is this 
particular item—this particular repair or improvement—eligible for 
a title I loan? 

The Cuarrman. And then who would pass upon it here? 

Mr. Murreuy. It would come into the administrative section and it 
would either be passed upon by Mr. Cox initially, in consultation, 
perhaps, with Mr. Prothro, and then until recently we had another 
attorney who specialized on this work by the name of Mr. Benning. 
If the problem fell under the general outlines of the precedents that 
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had been established and previously discussed with either the General 
Counsel or myself, they would go right ahead and make the decision. 

If there were any errors or disputes or questionable aspects of it, 
it would either be discussed further and:ultimately:put-in either before 
the General Counsel or myself or Mr. Prothro, who pass on it. 

The Cuarrman. That is the way a new item would get on the list? 

Mr. Morreny. That’s right. 

The Casameam: How would you handle this so-called blacklist of 
dealers ¢ 

Mr. Murrny. Well, there is a detailed administrative procedure 
that is in effect in the field offices and the legal division has not partici- 
pated directly in it other than to go over and assist the administrative 
people in the drafting of the procedures that are designed to avoid 
any legal implications. I am certain that either Mr. Prothro or 
myself have passed upon and.have read, word for word, the adminis- 
trative procedures that have been set up: I have had" occasion to 
review that procedure and it involves a very careful and fair effort 
: — these complaints. The general procedure is substantially as 

ollows : 

A complaint comes in to the lending institution or a complaint may 
come in to the local director in a particular area. The local director 
under his instructions is required to call upon the complainant, either 
the director himself or one of his immediate staff. He tries to resolve 
what is the nature of the complaint. Depending upon what is the 
nature of the complaint, he attempts to, the FHA fieldman, resolve 
the differences. if it is a question of incomplete work or shoddy work 
or maybe some performance item or some promise that hasn’t been 
fulfilled and so forth, the director, or his designated employee, tries 
to get the dealer and in a lot of instances they obtain the cooperation 
of the lending institution, to resolve the differences. In many cases 
those differences are resolved and the work is done and the complaint 
is satisfied. 

In those areas where the complaint cannot be satisfied, the normal 
procedure is for the director, through his staff, to reduce to writing 
the complaint and what efforts he has made to adjust it, what infor- 
mation he has as to the responsibility of the dealer, any pertinent 
facts that have to do with the particular transaction that would be 
helpful to the Washington staff in making a review. That informa- 
tion comes to Washington. There are, as I recall, in the administra- 
tive section, a staff of 2 or 3 men who handle those complaints and 
maintain a dealer complaint file. When the material comes in they 
check the dealer complaint file and go over the information and con- 
sider the local director’s recommendations. If they find that the 
action is justified, then they will recommend to the Assistant Com- 
missioner in charge of title I, or his deputy, that the particular com- 
plaint warrants the precautionary measures. 

Senator Maysank. Where do most of the complaints come from, 
what State? 

Mr. Mourpeny. From what State? 

Senator Maysank. Were most of your complaints from Washing- 
ton or Virginia or South Carolina or New York. 

Mr. Morruy. I’m sorry, sir; I just do not have any idea. 

Senator Maysanx. You had complaints? 

Mr. Mourpny. Yes, sir. 
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Senator Maysank. You don’t have any list of those complaints, do 
you? 
” Mr. Murpny. I do not know. I know that there is quite a record 
kept of the dealer complaint file. There are cards kept on every 
dealer where we have had a complaint. 

Senator Bennerr. Mr. Murphy, since the chairman is going to be 
absent for a few minutes, and since your statement is a definite thing, 
I think we might as well proceed to read your statement so that the 
chairman can participate in any further questioning when he returns. 

Senator Maysank. Might I ask one question, Mr. Chairman ? 

I have another subcommittee going on and that is why I was not 
here this morning. Did either of you ever fail to cooperate with the 
Justice Department in the prosecution of any of these section 608 
cases ¢ 

Mr. Morpny. No, sir. 

Senator Maypank. Mr. Olney stated here yesterday, I understand, 
that there had been a lack of cooperation. 

Mr. Murpny. I have not been informed, nor do I have any infor- 
mation. 

Senator Mayrank. I have a quotation here from a letter that Mr. 
Cole wrote to Mr. Hollyday in which he tells Mr. Hollyday that there 
was a kickback of some 11 percent between a contractor and that the 
FBI report developed evidences that there was a signed agreement 
whereby the construction contractor agreed to kick back to the orig- 
inal project owner 11 percent of each construction advance of mort- 
gage procedures. Then, I understand that Mr. Hollyday wrote 
back, and you gentiemen were his lawyers: 

Insofar as we can ascertain it would appear that the signed agreement was 
entirely a matter of private contract between the owner and the contractor and 
regardless of the fact that such arrangements may be undesirable and would be 


administratively disapproved if known. It would seem difficult to establish that 
the interests of the FHA had been jeopardized by the kickback agreement. 


Did you suggest that, Mr. Bovard ? 

Mr. Mourrny. That is a case of which I have personal knowledge, 
Senator, and I have included in my statement some remarks in ex- 
planation. 

Senator Maysank. I’m sorry I can’t stay for your statement, because 
I have got to go to the Agricultural Subcommittee. We have the REA 
up over there and a lot of things of interest to my people. My peo- 
ple are disgusted with thisthing. I want to ask you if you cooperated 
with the FBI? 

Mr. Mourpny. Yes, sir. 

Senator Maysank. You never failed to cooperate? 

Mr. Mourpny. No, sir. 

Senator Maypank. And you also? 

Mr. Bovarp. Yes, sir. 

Mr. Mourpuy. In this particular case. 

Senator Maypanx. I am not interested in just this one case. I am 
interested in a whole lot more that I know haven’t come out yet. You 
have given them full cooperation as far as you could ? 

Mr. Murruy. Absolutely, and we have had full cooperation from 
them on many occasions. 
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Senator Maysank. I only saw Mr. Olney’s testimony. Unfor- 
tunately, I wasn’t here. I was excused by the Senate, on Friday. I 
am sorry I didn’t hear Mr. Olney’s testimony. You didn’t think that 
an 11 percent kickback agreement was jeopardizing the FHA ? 

Mr. Murrny. Briefly, sir, the facts were that an application was 
filed for mortgage insurance. We processed the application on the 
basis of the plans and specifications as submitted. It was section 
608. Based upon the estimates made by the local insuring office, a 
commitment to insure was issued. After the commitment was issued, 
the mortgage amount determined, and the conditions determined, 
then a construction contract was negotiated between the sponsors and 
a contractor. It is my understanding from the FBI reports which I 
have read, that subsequent to that time the sponsors and the contractor 
entered into a signed agreement under which the contractor was sup- 
posed to return to the sponsors individually, as I recall, some 11 per- 
cent out out of each seme on the mortgage procedures. 

Senator Maypanx. That is what you say here. 

Mr. Murpny. That’s right. The only point that we had involved, 
that Mr. Olney asked us, was what oan we could testify to from 
the FHA records as to what took place on the main point as to whether 
or not the FHA, within the criminal statute, its action had been in- 
fluenced, its action in determining the mortgage amount and the con- 
ditions of insurance. We felt it our duty and responsibility to advise 
Mr. Olney as to what the procedure was and what we could establish 
or what could be established from our records. I want to 
em phasize—— 

Senator Mayrnanx. What about the FBI record of the kickback 
that took place afterward? Did the mortgage run above the amount ? 
Did they declare a dividend? 

Mr. Murrny. I do not know. I have not reviewed this file since 
July of 1943, but I understand that the contractor went broke. 

Senator Maysanx. In other words, the contractor went broke so 
he didn’t make anything? 

Mr. Morpny. No, sir. 

Senator Maynanx. What about the fellow who was dealing with 
the contractor? 

Mr. Morrry. The sponsors of the project! I do not recall. 

Senator Maysanx. In what condition is he, do you know? 

Mr. Morrny. I do not know. 

Senator Mayzanx. In other words, this was a case they brought up 
here in which the contractor went broke and you do not know whether 
the sponsor made any money out of it? 

Mr. Murrny. No, sir, I ae not know. I have some slight recollec- 
tion that the sponsors may have had to finish the project themselves. 

Senator Maynank. And, therefore, they didn’t mortgage out or 
make any money off it? 

Mr. Murry. I do not know. 

Senator Mayrank. Unless it was some deal that you knew nothing 
about until after it was exposed by the FBI and by that time the con- 
tractor had gone broke? 

Mr. Morrny. That’s right. 

Senator Maynanx. I couldn’t understand it being brought out here 
when they have $24 million cases in New York and they want to 
bring out some little thing like this. 
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Mr. Morreuy. I must be frank, sir, and say that I couldn’t under- 
stand it either. 

Senator Maynanx. I don’t know any of the parties in it. 

Mr. Mureny. That was a case in which I took particular interest 
because I am well aware of our responsibilities to cooperate with the 
Department of Justice and I did not want to be—— 

Senator Maysank. I didn’t say you didn’t. I just asked you the 
question under oath and both of you say you have cooperated with 
the Department of Justice and both of you say you have cooperated 
with the FBI. I never did hear from Mr. Hoover that you failed 
to cooperate. It looks to me like he would have told the Appropria- 
tions in that when he comes there every year and asks us for 
more appropriations. I have been one that always backed Mr. Hoover 
and always helped him get increased Spptopeianens, but I never did 
know any agency of the Government didn’t cooperate with him until 
this statement was made last week. You saw that in the paper, didn’t 
you ¢ 
’ Mr. Murpry. Yes, sir, I did. 

Senator Mayank. I couldn’t understand it. Thank you. 

Mr. Murruy. I could not understand it myself. 

Senator Maynank. I have never heard of such a charge. 

Senator Bennerr. Are you through, Senator ? 

Senator Maypank. Yes. 

Senator Bennerr. Before you start to read your statement, Mr. 
Murphy, Mr. Greene, who was before us this morning, has esked that 
a copy of his statement before the House Independent Offices Appro- 
priations Subcommittee be inserted in the record at the end of his 
testimony this morning. 

Without objection, it will be offered for that purpose. (See p. 1692.) 

Now, Mr. Murphy, we will be happy to have you read your state- 
ment. 

Senator Maysanxk. Mr. Chairman, I would like to read Mr. Cole’s 
concluding paragraph so as not to be unfair. In the concluding para- 
graph he says, “Perhaps my feelings are due to unfamiliarity with 
the details of FHA operations.” 

I can well understand that. Mr. Cole had just come into office 
then and I want to make that clear. “But I cannot help but feel that 
the interests of FHA are jeopardized in the nonlegal use of the term 
in such a situation. It may well be that the facts will not support 
criminal action by the Department of Justice.” 

That is what you suggested to the Department ? 

Mr. Murrny. I merely gave them the facts, sir, feeling that they 
could make the decision themselves. 

Senator Maysanx. “But FHA can take appropriate administrative 
action to refuse to extend the benefits of the system to those who par- 
ticipate in such admittedly undesirable practices,” and to that I 
thoroughly agree, “would it not be wholly in the public interest for 
FHA to do so?” 

Did you do that? 

Mr. Morey. There is an answer to that memorandum over Mr. 
Hollyday’s signature which says that that is being done. 
conte Maypanxk. That has been done and the contractor went 
wroke 

Mr. Murreny. That is as I recall it. 
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Senator Maynank. Thank you. 

Senator Bennerr. Are there any other questions before Mr. Mur- 
ey ins ¢ 

r. Morruy. Mr. Chairman and members of the Senate Banking 
and a Committee, I am Howard M. Murphy, of Arling- 
ton, Va. 

Beginning in February 1938 and until the close of business April 
23, 1954, it was my privilege to be associated with the Federal Hous- 
ing Administration and to have had some small part in the drafting 
of amendments to the National Housing Act which were considered 
by this committee. 

It is my understanding that the purpose of these hearings is in aid 
of the committee’s consideration of the pending housing bill. I am 
informed it has been stated here that I might be able to present in- 
formation of value to the committee, and I stand ready to assist in 
any way I can. 

it was my duty to actively participate in the drafting of the lan- 

age of the amendments contained in the pending bill affecting the 
National Housing Act, and to have conferred with Mr. Cole’s staff, as 
well as the staff of the House Banking and Currency Committee, with 
respect to such amendments. 

ne of the subjects with which the committee has heard testimony 
concerns the title I repair and improvement loan insurance p am, 
and the abuses in that program on the part of unscrupulous and dis- 
honest dealers and salesmen. 

The abuses do exist and have existed and to my knowledge the 
FHA has constantly battled with the problem and has continuously 
studied ways and means to protect the beerowants and to devise ways 
and means of driving dishonest operators from the program. On this 
point I believe the members of the advisory committee on title I ap- 

inted by Mr. Hollyday in June of 1953, and in particular, Mr. J. 
iaerew Pointe, vice president of the National City Bank in New 
York, could give this committee valuable information as to the FHA 
attitude toward correcting abuses and strengthening the program as 
evidenced in the meeting of that title I committee held in Washin n 
on September 16 and 17, 1953. 

Senator Maysanx. Are you familiar with the people in New York 
who borrowed all the money under section 608 ? 

Mr. Murpuy. No, sir. 

Senator Maysank. Are you familiar with the corporations? 

Mr. Murexy. Somewhat, yes, sir. 

Senator Marsank. I want to ask you some questions about some of 
them. 

Senator Bennerr. At this point, Mr. Murphy, I should like to 
briefly repeat the question I asked of Mr. Bovard. Your statement 
says that FHA has constantly battled with the problem and con- 
tinuously studied ways and means to protect the borrowers. Did you 
ever consider a public information program which would notify the 
borrowers that this kind of swindle existed ? 

Mr. Morrny. I have talked to the administrative people on many 
occasions and it is my understanding that there is and has been, 
when occasions arose, some publicity and releases through the local 
director of the local insuring office. 
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Senator Bennerr. Can you give us any examples of those recently ¢ 

Mr. Morreny. No, I cannot. I suggest, sir, that the title I admin- 
istrative people—— 

Senator Bennett. Do you know whether or not such a program was 
developed when these California scandals came to the attention of 
the agency ¢ 

Mr. Moureuy. I donot know, sir. 

Senator Bennerr. You may proceed. 

Senator Maypank. You know who brought out those California 
scandals, don’t you ? 

Mr. Murruy. Yes. 

Senator MayBank. Who brought them up? You can answer that 
question. 

Mr. Murrpny. I was just trying to recall the first instance that I had 
heard about, associated with corporation X activities. I believe the 
first time I heard about it was—and I can’t be positive but I think it 
was either April or May of 1953. 

Senator Bennetr. And from what source ? 

Mr. Morrny. I believe the information came from two sources. I 
believed it came from the administrative people within our own shop 
to some extent and from FBI reports, copies of FBI reports that were 
forwarded to us through Mr. Cole’s office. 

Senator Bennerr. Thank you. 

Senator Mayspank. Well, you got a lot of this information out of 
magazine articles, didn’t you ? 

Mr. Murpny. I am not sure about that, sir. 

Senator Maypanx. You have seen the magazine articles, haven’t 

you ¢ 
: Mr. Mourpny. Yes, sir. 

Senator Bennett. That is what is known as the Will Rogers system: 
“All we know is what we read in the papers.” 

Senator Maypank. I am afraid that applies to us sometimes, which 
I must regret. 

Mr. Mureny. It has been said here that Mr. Hollyday inherited 
the section 608 program. I suggest that he also inherited the title I 
program and the abuses about which so much has been said here. 

Because of my personal interest and effort to correct abuses of any 
nature in the title I program, I honestly believe that the most con- 
structive action taken by the FHA to curb and control dishonest and 
fraudulent dealers took place under Mr. Hollyday’s leadership. 

He appointed a committee of the outstanding leaders in the con- 
sumer credit field to advise him on title I problems. When his atten- 
tion was called to the need for positive action to strengthen the pro- 
gram he sent the committee the proposals of the FHA and asked them 
to come to Washington to discuss the problems with FHA personnel 
and to give him definte recommendations. The changes made in the 
administrative regulations are of extreme importance in any examina- 
tion and appraisal of the administrative policies while Mr. Hollyday 
was Commisssioner. Over the years many conferences and discus- 
sions took place between the administrative and legal personnel, and 
with representatives of lenders in efforts to improve then existing 


procedures. 
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The area of disagreement invariably was the extent to which more 
responsibility could be placed on the lenders and at the same time 
preserve the benefits of the program. 

Undoubtedly the lenders were confronted with many problems of 
their own and were sincere in their belief—as I understood it to be— 
that the principal weapon to control abuses was for the FHA to 
have more and more policemen on the beat. The legal division felt 
any program which needs that much Federal control was of question- 
able merit for participation by the Government and eine the 
view that since the program was directed to a means of helping the 
lenders give greater service to their customers, the long-range answer 
to the exclusion of dishonest dealers was more careful selection of 
the customers—dealers and borrowers—by the lender and more strict 
supervision of the performance of such customers in the use of the 
credit the lender made available. 

This approach seemed particularly sound in view of the wide lati- 
tude given to the lenders under the regulations. 

The initial discussions which led to the issuance of the amended 
regulations issued October 28, 1953, took place in my office in late 
June or early July 1953. It was agreed to draft specific and definite 
proposals directed to the assumption of greater responsibility on the 
part of the lenders, and subsequently drafts were prepared and dis- 
cussed in general terms with Mr. Hollyday and in detail with one 
of his assistants. It was then sent to the title I advisory committee 
for advance study. 

I was not present when they met in Washington on September 16 
and 17, but my immediate associate attended and kept me advised. 

As I understood, the initial reaction of the group was not favorable 
to the FHA proposals, but after much discussion and strong repre- 
sentations by the FHA personnel as to the urgency and need for 
positive action, the committee recommended the changes which were 

ut into effect on October 28, 1953. It is too early to forecast the 
ong range effect of these amendments, and it is not suggested that 
they will cure all the abuses, but it is believed these changes represent 
a major and important step in that direction. 

Senator Bennett. You are referring now to the 4 or 5 new regula- 
tions issued at the end of 1953 which have already been presented 
to the committee? 

Mr. Morpny. That is right, sir. 

Senator Bennett. Thank you. 

Mr. Murpry. At the time Mr. Hollyday took over the existing 
problem with respect to an adequate staff to investigate complaints 
approval seemed certain of the employment of additional investiga- 
tors. To the best of my recollection, we requested funds to hire 11 
additional men in the fiscal year 1954, and were finally authorized to 
employ 5 men. Recruitment difficulties were encountered so that at 
the end of December 1953 we had been able to fill only 3 of the 
positions. 

Two more men were hired in early 1954 and on April 13, 1954, 
all of the 10 men doing investigating work were at work. I am 
advised that on April 13, 1954, there were 70 cases pending for inves- 
tigation; 17 cases, involving approximately 66 loans, under investi- 

gation; and 12 completed investigations in which the reports were in 
process of preparation. The budget estimates for the fiscal year 1955 
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included the staff of 10 and consequently the ability of the staff to 
handle the investigations seemed particularly favorable. 

Subsequent to Mr. Hollyday’s appointment and over the past years 
several members of the Legal Division, including myself, fad many 
discussions with representatives of the Criminal Division of the De- 
partment of Justice regarding specific complaints; emergency inves- 
tigations; appearances before grand juries and matters concerned 
with the trial of cases investigated by FHA, and all of these discus- 
sions and conferences took place under conditions of full cooperation 
and recognition of mutual problems. In July of 1953, the chief of 
the section of investigation and my immediate associate called at the 
Department to request approval of a proposal previously discussed 
with the United States district attorney in San Francisco, Calif., to 
present some of the California title I cases to the grand jury prior 
to the submission of a report by the FHA. I was present at the meet- 
ing which Mr, Hollyday had with Mr. Olney in December of 1953, to 
which Mr. Hollyday has made reference. I was also present at a meet- 
ing which Mr. Hollyday had with two members of Mr. Olney’s staff on 
April 12, 1954. I understand that Mr. Hollyday has stated here that 
neither Mr. Olney nor any member of his staff informed Mr. Hollyday 
of the conditions to which the Department has made reference in these 
hearings. Mr. Hollyday was the head of the FHA, having been ap- 
oointell by the President with the advice and consent of the Senate, 
and it would have seemed logical for him to have been advised. 

Before Mr. Hollyday became Commissioner arrangements had 
been completed between the Administrator, HHFA and the Depart- 
ment to refer all FHA business concerning investigation first to the 
HHFA and consequently FHA lost direct contact with the Depart- 
ment. 

With respect to further amendments to the National Housing Act 
directed to the subject of the correction of abuses, I do not believe 
any specific legislative changes are needed. Consideration might be 
given to further administrative action in the following directions— 
a feature of coinsurance—which subject was considered by the Title I 
Advisory Committee on September 16 and 17, and held for further 
study of the position of small lenders; elimination of dealer loans; 
FHA inspection of all work where the loan exceeds $1,000 or $1,500 
or some other amount. 

Senator Bennetr. May I interrupt you at that point? Do you 
think those rather substantial changes in the pattern of the title I 
program should be done by administrative action rather than by 
amendment to the law? 

Mr. Mureny. Yes, sir, I do. The following paragraphs discuss 
the next point. 

Senator Bennerr. Senator Bush? 

Senator Bus. I was just going to ask you to explain briefly what 
feature of coinsurance is that you have in mind. 

Mr. Moureny. As I understood that discussion by the Title I Ad- 
visory Committee, it was that instead of paying 100 cents on the dollar, 
if the lender had the reserve for that purpose, we would only pay 
80 or 90 percent, so that the lender in case of any loss would be co- 


insuring or would carry his own insurance up to 10 percent or 15 per- 
cent or whatever figure it might be. 
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Senator Busx. In any default the Government would presumably 
stand 80 percent of it, if that were the figure, and the lender would 
absorb the other 20 percent ? 

Mr. Mourruy. That is right. The large lenders wouldn’t have as 
much problem as the small ones, the lenders who did not have in excess 
of the reserves to cover the losses. 

Senator Busy. And that would apply in the case of every loan, it 
wouldn’t be as carryover? This 20 percent wouldn’t build up as 
cushion ? 

Mr. Murpuy. That is how I understand it. 

While not directly related to elimination of dishonest dealers, it 
has seemed to me that title I program should be confined to repairs 
and improvements to existing homes, and that the Congress might 
express the policy it desires to be followed with respect to so-called 
essential repairs as distinguished from repairs which might be classed 
nonessential, 

My attention has been called to the reference made by Mr. Olney 
in regard to two section 608 loans which the Department investigated 
and considered for criminal prosecution, one in South Carolina and 
the other in St. Louis, Mo. letter to the Department over the sig- 
nature of B. C. Bovard discussing the Williams case was read into the 
record and it was pointed out that such letter had been dictated by me. 
This letter was dated in April 1953. I mention this particular case 
not only because it concerned actions attributable to me, but also 
because I read no mention of a second letter which I also dictated to 
the Department on the same case, and more importantly because I 
believe the position of the FHA was not made clear to the committee. 
An editorial appearing in the Evening Star on Monday, April 26, 
1954, ssainall me that erroneous implications of serious wrong- 
doing on the part of the FHA had resulted from the statements woe 
by Mr. Olney on this case. I would like to read into the record the 
following extract from that editorial: 

Assistant Attorney General Olney supported this opinion in accusing the FHA 
of allying itself with the lenders and builders rather than the purchasers or 
realtors. Mr. Olney made a further serious and more explicit charge when he 
told the committee that the housing agency had torpedoed any chances of 
Government prosecution of speculator-builders who had obtained highly profitable 
loans after giving false cost estimates to FHA. ‘The agency has done this, 
Mr. Olney explained, by insisting that it disregarded the outside estimates and 
was not being defrauded by them. 

The complete investigation file is in the possession of the Depart- 
ment of Justice and while copies are in the PHA files and the files of 
the HHFA, I have not reviewed the case since July of 1953. How- 
ever, the facts are particularly clear in my recollection because of 
the efforts I personally made to correctly determine and advise the 
Department of the facts as disclosed by the FHA records. 

he first letter was written in April of 1953 and we received a reply 
requesting we give the case further study. We again wrote the 
Department in June or July of 1953, and at that time I again went 
over the file carefully with other members of the Legal Division, as 
well as with the head of the technical section of the Underwriti 
Division from whom I obtained some of the wording as to processing 
procedure. As I recall the principal difficulty in establishing a crim- 
inal case concerned the extent to which, if any, that a side agreement 
not presented to FHA influenced the FHA determinations of the 
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mortgage amount. We explained that the application had been proc- 
essed and all determinations of mortgage amount and conditions were 
completed and the commitment ond before we saw the contract 
which was presented. It is probably true that in most cases such 
contracts are not negotiated until the commitment is issued and the 
mortgage amount and conditions of insurance are known. In any 
event, I felt it was my responsibility and duty to advise the Depart- 
ment of the correct facts, and then the Department could then deter- 
mine if a criminal case could be sustained. The FHA took no action 
to withhold or obscure information, change the facts, nor in any 
way, to my knowledge indulge in any wrongdoing. The implication 
is nevertheless given that the FHA currently took a positive action 
to impede or hinder the prosecution of a criminal offense. The record 
will not. support such a charge or implication, but rather a desire to 
make all the facts available to the Department for its use in reaching 
its decisions. Whether the Department believes we should have been 
influenced in the original instance does not change the fact at this 
time that we were not influenced. The attitude of full cooperation 
by FHA is expressed in the last paragraph of the second letter 
where we offered to make available our technical man for further 
discussions if the Department wished further clarification of FHA 
procedures. So far as I know the FHA heard nothing further from 
the Department. I wish to assure Mr. Olney and this committee 
that all of the FHA personnel who worked on this case took our 
responsibilities seriously and made every effort to be completely 
accurate. We did not, directly or indirectly, have any wish or desire 
to protect any builder or to torpedo the Government’s chances of a 
successful prosecution. 

I have gained a great deal from my association with the FHA, 
and while my direct association has ended, I still have a sincere 
interest in the development of legislation affecting its functions and 
programs. 

Senator Bennerr. Mr. Murphy, your reference to this second letter 
suggests that since we have the first letter in the record of the hearing, 
we probably should have the text of the second letter. Is that avail- 
able to us? 

Can you supply it! 

Mr. Morreuy. I cannot, sir. 

Senator Bennett. Perhaps Mr. Prothro or the staff can obtain that 
for us. (See p. 1621.) 

If it is true, as indicated by the first letter which I have before 
me and the second letter which will be inserted in the record of the 
hearings, that in effect as long as the FHA is insured as to its 
estimate of costs, and that it has no legal right to be concerned 
with actions that take place with respect to the project after the 
mortgage has regularly been issued, we should have some changes 
in the law which will give the FHA or the Department of Justice 
some right to concern themselves about such things as side agree- 
ments and other devices that might be used to nullify the spirit, at 
least, of the FHA program, which would indicate that the Gov- 
ernment was prepared to guarantee up to 90 percent of the loan. 
We talk on this side of the table of the actual cost of the project. 
Over there on the other side you talk about your interpretation of 
the law which says that it is 90 percent of the estimated replacement 
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value. Maybe we had better get into some of these other things. 
Do you think that is a proper concern of ours? 

Mr. Morpuy. I think that anything that has any flavor of irregu- 
Jarity or undesirability in the transaction certainly is a proper sub- 
ject to try to get into and see that it is all handled on top of the 

ard. I am sure that the attitude of the FHA, or at least. the asso- 
ciations that I had, was that we didn’t like any type of underhand 
action. 

Senator Brennerr. In response to Senator Maybank’s questioning, 
you told us that the builder in this particular case went broke, and 
we assume that he paid a kickback of $3,000. 

Mr. Morruy. It was based, I think, on 11 percent. 

Senator Bennerr. Of what? 

Mr. Murruy. Of the amount of the construction contract. 

Senator Bennetrr. Can you remember how much the construction 
contract involved ¢ 

Mr. Mourpny. No; I do not. 

Senator Bennett. I have the figure “3” in my mind, but I can’t 
remember whether it was in the ‘nature of $300,000.. It must have 
been in the hundreds of thousands of dollars or you wouldn’t have 
had anything big enough to qualify for section 608. 

Are we to understand, then, that the Legal Division realized all 
the time how this section 608 program was operating and that no 
matter what happened after the mortgage was actually executed, 
that the FHA had no recourse. That as long as the mortgage was 
made out for an amount no more than 90 percent of the agency’s 
estimate, that no matter what happened in the relations between 
the builder and the sponsor, the FHA had no opportunity to inject 
itself into the problem ? 

Mr. Murpny. I think that is correct, sir; but I want to point out 
that in the particular Williams case that we were discussing, we 
were concerned in the correspondence with the Department as to 
the evidence supporting a violation of the criminal statute. 

Senator Bennerr. Here we have a case. I am not a lawyer. It 
seems to me that the Department of Justice felt that it had a case. 

Mr. Morpny. I am sure of that. 

Senator Bennerr. On the basis of its reading of the law. I imagine 
it must have read the law, as well as having investigated the facts in 
the particular case. Your department came along and said, in ef- 
fect, “We don’t know how you read the law but in our opinion you have 
no case.” 

The necessary requirements of the law had been complied with. I 
imagine that is the attitude that brought forth the word “torpedo” 
to which you object. 

Mr. Mureny. We didn’t quite say that, sir. 

Senator Bennett. I know you didn’t say, “torpedoed.” 

Mr. Morpry. No, sir, and we didn’t say that they didn’t have a case. 
All we said was that we felt it was our duty to point out what the facts 
in the record would disclose. Beyond that, it was up to the sr 
ment to proceed or not to proceed on the basis of their own analysis, 
= in any other case, as to whether the evidence will or will not support 

e case. 
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Senator Bennerr. How long had you known before you discussed 
this particular case with the Department of Justice that there might 
have been windfalls under section 608? 

Mr. Mourrpny. I did not know. 

Senator Bennerr. This was the first knowledge you had that there 
were any windfalls? 

Mr. Morpny. I don’t know that this is in the category of any wind- 
fall, this particular case. It seems to be in a little different category. 

Senator Bennerr. Was the Legal Division alerted to the constantly 
returning suspicion that there had been widespread windfalls under 
this program ¢ 

Mr. Morpny. I had heard, sir, about the idea of mortgaging out 
from time to time, but I had no knowledge of any specific cases nor 
do I have any knowledge of any particular requests for legal advice 
or participating in any discussions. 

Senator Bennett. I will not pursut that further, because it has been 
pursued by other questions which would indicate that the representa- 
tives of the agency have appeared before the committee and given the 
committee assurances that it could not possibly have Seniaake There 
is no use in beating that particular drum any longer. 

Do you have any questions, Senator Bush / 

Senator Busu. Yes. I was just going back to page 2, near the middle, 
where you say the Legal Division felt any program which needs that 
much Federal control was of questionable merit for participation by 
the Government. 

That is a suggestion that has impressed me very much since these 
hearings began. Did you share that feeling at the time? Did you 
share that feeling at the time, Mr. Murphy ? 

Mr. Murpny. Yes, sir. 

Senator Busu. Do you still feel that that is true ¢ 

Mr. Murruy. I feel that with proper administrative controls and 
with confining the home improvement. program to dwelling accommo- 
dations, actual home repairs and improvements, the program still 
would extend considerable benefit to a lot of homeowners who cannot 
actually or have difficulty in getting normal commercial loans payable 
over short periods of time. 

Senator Busu. Therefore, with the reforms that you have in mind it 
would not be of questionable merit, is that right ? 

Mr. Mureny. That is right. 

Senator Busu. If this coinsurance feature that you spoke of, 80 per- 
cent and 20 percent, were established in the law, should that, in your 
view, eliminate the cumulative preference feature entirely from the 
lender’s books ? 

In other words, each loan would then stand on its own feet and if 
there was a loss on a loan, no difference how many successful loans 
had been made, his share of the loss would be borne by the lender. 

Mr. Murpuy. I do not have the particular details in mind. I just 
would, offhand, think that the reserve feature now in effect would 
be maintained. 

Senator Busu. You do not think? 

Mr. Murpny. I think it would be maintained. At least, that was 
the thinking. But when the man came in, even though he had a hun- 
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dred-percent reserve, he couldn’t get, actually, more than 80 # wird 
of it, so the Government would only pay him 80 percent, and the bank 
would then have to suffer a Joss on a particular loan. 

Senator Busu. Then what good would the reserve be? 

Mr. Mourreny. After all, if he didn’t have enough to cover the 80 
percent, he wouldn’t even get that much, if he didn’t have the reserve 
to cover it. You see, what happens on this thing is that he accumu- 
lates a reserve, and one loss with a small institution could wipe out 
the entire reserve. 

Senator Busn. He accumulates the reserve at the rate of 10 percent 
per loan? 

Mr. Murrny. Ten percent on the aggregate amount of loans made. 

Senator Bus. Why wouldn’t it be better, in your judgment, if you 
destroyed the reserve factor entirely and simply let each loan stand 
on its own feet and let the Government be coinsurer for a given 

reent, say, 80 percent, so that at all times the lender would have a 
iability in the event there was a loss? 

Mr. enee I am afraid I am a little bit out of my field in the 
we of it. I would certainly think that approach would be 
ogical. 

Senator Busu. Do you think it would be a deterrent to the lenders? 

Mr. Morrny. It might on the smaller institutions. 

Senator Busu. There would be additional risk because they wouldn’t 
have that cushion all the time. 

Mr. Morruy. That is right. 

Senator Busn. But it seems to me that that additional responsibility 
on their part might be just the thing that is lacking in policing this 
Seer in establishing more careful procedure in the making of 

oans. 

Mr. Morrny. That is right. 

Senator Busn. In other words, you establish the responsibility there 
the minute they become liable for losing some money, don’t you 
think so? 

Mr. Mourruy. Yes, sir. I think one of the men on this committee— 
I didn’t hear him myself, and this is hearsay—but, as I understand it, 
he said that this was sort of his idea, that if he as a loan officer has 
to go back and tell the loan committee that he lost 20 percent on the 
Jones loan, the loan committee is going to be a little more interested 
in what are the policies of the institution. 

Senator Busu. I remember that very well. That impressed me 
Te much, as it apparently did you. 

Senator Bennerr. Do you have any questions, Senator Beall ? 

Senator Bratz. Mr. Chairman, Mr. Murphy said he didn’t know 
anything about these so-called i larities until April of 1953. I 
understand you have been with the Department for a number of years. 

Mr. Morrny. I have been with the Department. 

Senator Bratt. Is there any reason why you wouldn’t have known 
about this before? What was there in April of 1953 that brought this 
out, and why didn’t you find out in 1952 or 1951? 

Mr. Murpny. I didn’t quite follow that, sir, I was not talking 
about April of 1953 in relation only to some specific cases in California. 

Senator Bratz. Generally you knew nothing about any irregulari- 
ties before April of 1953? 

Mr. Mourpny. Yes, sir. 
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Senator Brau. That is the only time? 

Mr. Moreny. I did know, sir. 

Senator Bratt. You did know? 

Mr. Murrny. I did know, yes, sir. 

Senator Beaty. What did you do to correct them? 

Mr. Morruy. Are you talking now about title I programs? 

Senator Breaux. Yes, we will take that first. 

Mr. Murpny. For the years that I have had any responsibility at 
all 

Senator Bratt. How many years is that? 

Mr. Mourpnuy. That has been particularly since 1940 that I have 
been Assistant General Counsel. We have investigated vigorously 
and with all the staff that we have had available we have gone after 
these abuses in every way possible, through investigation and through 
consultation with administrative officers in trying to work out im- 
proved procedures that would tend to curb these activities. 

Senator Bratt. Were there any charges made against anybody 
through the legal department ? 

Mr. Mourpny. Yes, sir, there have been many cases that have been 
referred to the Department of Justice and have been successfully 
prosecuted. 

Senator Bennerr. Senator Beall, before you came in we asked 
FHA to furnish us with a list of all such complaints that have been 
followed through by investigation. (See p. 1701.) 

Mr. Murphy, there are 1 or 2 other questions that I would like to 
ask you. 

Did you have anything to do with the writing of the form of charter 
that was given to these companies, these corporations that were set 
up to build section 608’s? 

Mr. Mourpny. No, sir, I did not, with this one exception, sir. There 
have been amendments from time to time and I have participated in 
some of the discussions on some of the amendments. 

Senator Bennetr. Do you recognize this language, and I am quot- 
ing from the charter: 


The corporation, its property, equipment, buildings, plans— 


and I underline that— 


offices, apparatus, devices, books, contracts, records, documents, and other 
papers shall be subject to examination and inspection at any reasonable time 
by the Commission. The corporation shall keep full and complete records of 
all corporate matters and directors and stockholders shall keep complete, orderly, 
and accurate books of account, and shall also keep copies— 


and I am underlining this— 


of all written contracts or other instruments which affect it or its property, all 
or any of which may be subject to inspection and examination by the Commis- 
sioner or his duly appointed agent. 


And to go on: 

At the request of the Commissioner or the holder of a majority of the shares 
of the preferred stock— 
who would be representative of FHA— 


the corporation shall give specific answer to questions upon which information 
is desired from time to time relative to the income, assets, liabilities, contracts, 
operation, and condition of the property and status of the insured mortgage and 
any other information with respect to the corporation or its property which may 
be requested. 
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In the light of that requirement, do you think it can be said to us, 
as it has been said, that FHA had no right to concern itself, for in- 
stance, with this kickback business about which we have been talking 
earlier? It seems to me that FHA was given almost every right to 
concern itself with the operation of the property. Do you have any 
comment to make ? 

Mr. Murrpny. I think the provisions of the charter govern the 
rights and obligations of the mortgagor corporation and the con- 
trols to be exercised by the Commissioner as holder of the preferred 
stock, Certainly the Commisioner under the wording of the charter— 
and it is likewise contained in the administrative rules—can request 
any proper, reasonable information concerning the operations of the 
mortgagor corporation. 

I think it is important to make that distinction. 

Senator Bennerr. The words “proper and reasonable” don’t show 
- “The corporation shall give specific answers to questions upon 
which information is desired.” 

Mr. Morruy. That is directed toward the mortgagor corporation, 
that is right. 

Senator Bennerr. That is right, but the corporation is required 
to keep—and I won’t reread the whole list, but among other things, 
“all written contracts or other instruments.” Putting the two to- 
gether, I would assume that the Commissioner had the power, for 
instance, in this case we were discussing earlier, to find out exactly 
what had happened with respect to the contract between Warner- 
Kanter Corp. and the MacDonald Corp. If it wasn’t intended that 
the Commisioner should have used these rights, why should he have 
been given them ? 

Mr. Moureny. The rights were primarily, sir, and I believe the 
legislative history. will support it, for purposes of exercising control 
of a going corporation, contemplating a situation where the mort- 
gagor corporation has executed a mortgage. The Commissioner has 
insured a mortgage with the corporation of the mortgagor. In that 
respect and in relation to the Commissioner's liability as insurer, it 
is the purpose of these controls to let him get whatever information 
is needed, first, what might be needed in connection with his insurance 
operation, and secondary, the controls which the Commissioner exer- 
cises under the administrative rules. 

Senator Bennett. Then you do not interpret this language as giv- 
ing the Commissioner the right to find out what the cost of erecting 
the project was in relation to the amount of the mortgage? 

r. Murpny. If I had been asked that question as to whether we 
had the right, I believe that I would have taken the position that 
we would make the request on that basis. In other words, without, 
however, being able to determine the exact legal obligations between 
parties, I think if I were asked for us to get the information or could 
we get it, I think we would proceed on that basis, at least initially. 

Senator Bennett. In other words, you are saying that you felt 
that under this language the Commissioner did have the right to 
ask that question ? 

Mr. Murenr. I believe that he could have asked the question, but 
whether the mortgagor corporation could have been forced to comply 
with it is, of course, another matter, ' 

Senator Bennett. The language is clear. 
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It shall give specific answers to questions upon which information is desired 
relative to the income, assets, liabilities, contracts, operation, and condition of 
the property. 

I raised the question because it is my understanding that even 
since these hearings have begun the FHA has given a specific answer 
to inquiries saying that it did not have the right to inquire into the 
question of the cost of these projects. It seems to me that the lan- 
guage here is very, very clear. Mr. Bovard, I would appreciate any 
comment you would care to make, if you wish to get into this discussion. 

Mr. Bovarp. I don’t know its particular relation to the facts of this 
Williams case that was brought out. The point is, assuming that 
we did get the answer, the point was what could we do about it 

Senator Bennett. Is there no relationship between errors of es- 
timate which permit a building to be built for a third to a half of the 
original estimate and the fact that the Comméssioner, if he wishes, can 
dig up that information? We have been doing a lot of talking today 
about the relationship of FHA to the lender and to the builder. I 
think we have to keep in the back of our minds the realization that 
rents on these properties are set on the basis of that mortgage and 
to the extent that FHA has made it possible, either through inad- 
vertence or for any other reason, to set up a mortgage a third or half 
again as high as the actual cost of the property justifies. That ac- 
tion of FHA contributes to the injury of the hundreds of people who 
are going to pay those high rents which are based not on the actual 
cost of the building, but upon an estimate that FHA makes. 

It would seem to me that with this kind of power the Commissioner 
should have had some responsibility for checking the cost in relation 
to his responsibility to the renters who eventually are going to pay for 
that property. 

Is it not true that the insurance risk increases to the extent that it 
exceeds the actual value of the property? I know the answer may be 
given that the older these properties are and the further the amortiza- 
tion program proceeds, the safer the risk becomes. That is largely 
true. But, I don’t think there is any private mortagor in the United 
States who will loan money knowingly far in excess of the actual cost 
of the property offered to him for mortgage. I am just wondering 
whether this doesn’t represent a deficiency in the operation of FHA. 
Doesn’t it represent a situation where the FHA can say, “Well, we can 
interpret the law so we have no responsibility?” I don’t think the 
FHA can say, “We were without an opportunity to find out what was 
going on.” Is that a fair statement ? 

Mr. Mourruy. I think that is a fair statement. I think not only 
could we have required in the procedures information as to actual 
cost, I think we could have, if the policy decision had been made, set 
forth the limitations on the mortage amount as we presently do in 
section 213. 

Senator Bennerr. Then you are saying that the law was broad 
moe so that if the administration of FHA had chosen to do so, they 
could have probably through policy, or decisions have avoided some of 
these situations we are now being confronted with? 

Mr, Murruy. I think that is correct. Of course, there is a policy 
question as to whether or not such a restriction would have enabled the 
program to have been carried out, at least in its initial stages. As I 
understand, the origination of the section 608 program particularly 
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was designed to carry housing into immediate production. Whether 
at some aeieiaind point some action might have been taken is some- 


thing else. 

Senator Bennett. Let’s go back to that one. The inference is that 
if these men had not had an 4 Ariza 3 to m out, or to mort- 
gage out plus, none of these houses would have built. For the 


sake of the argument, let’s accept that. Don’t you think the FHA 
might have been concerned with the extent to which the money re- 
ceived under the program would have exceeded a hundred percent of 
the cost? In other words, as far as I can tell they just decided there 
was no limit to which this could go. Maybe if it became n to 
put a liberal interpretation on this program in order to get them built, 
maybe the agency should have been concerned with the extent to which 
it would allow that liberal interpretation to produce excessive wind- 
falls. Was that ever discussed to your knowledge? 

Mr. Murrny. Not to my knowledge, no, sir. 

Senator Bennerr. A little earlier in the discussion we got into this 
question of the example of the kickback. Just to keep the record 
straight, I would like to put the figures back in the record. The 
project which was testified to by Mr. Olney was the project between 
the Warner-Kanter Co. and the William MacDonald Construction 
Co., Inc., and apparently by an agreement afterward the MacDonald 
Construction Co. saliend to build the building for $100,000 less than 
the figures represented by the Warner-Kanter Co. to the FHA. 

Later on it also agreed that if additional reductions in cost should 
be made, 85 percent of those reductions would go to Warner-Kanter 
and 15 percent to the MacDonald Construction Co. So, my mem 
was fairly alive to the extent that there was a “3” in the figure. It 
was $3,193,915; 11 percent of that would have represented $300,000. 
The actual agreement set up a definite figure of $100,000. If there 
was an 11-percent difference, we can assume that the cost of building 
the building represented an amount something like another $200,000 
or the reduction in the cost. 

Mr. Mourreuy. The 11-percent figure was—I had reference to the 
Williams case. That was the 11-percent figure. I did not know 
what the figure was in the other case. 

Senator Bennett. Do either of you gentlemen know why Mr. 
Powell resigned ? 

Mr. Bovarp. I don’t. 

Mr. Morruy. Speaking for myself, no, sir. 

Senator Bennerr. Would you care, Mr. Murphy, to comment on 
why you resigned? I realize we have no power, nor do we have any 
wish to embarrass you. 

Mr. Morreny. Well, I think that probably is a fair question. I 
would like to fF back to the question and my answer on Mr. Powell 
and say that I attended some meetings which I spoke of here in my 
statement and that under the circumstances I do not feel at liberty 
to answer that question categorically. I think it is matters that are 
concerned in the Department of Justice. 

Senator Bennerr. Then you feel that the fact that you were’a par- 
ticipant in that particular meeting makes it impossible for you to 
exp or e the committee your own reasons for taking the step that 
you di 
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Mr. Morrny. No, sir. I’m sorry I did not make myself clear. I 
wanted to go back to your question concerning Mr. Powell. 

Senator Bennerr. To are answering me now as to why you do 
not wish to comment on Mr. Powell ? 

Mr. Murrny. Yes, sir, and not on myself. 

Senator Bennerr. Thank you. 

Mr. Mourreny. I do not know. I was not given any reason. I was, 
as a matter of fact, hard at work along about 4:30 and it was sug- 
gested to me that perhaps my future was not in the FHA. 

Senator Bennerr. Your resignation was requested ¢ 

Mr. Murruy. Substantially so, although being in an excepted po- 
sition, it could have happened at any day or any time, either prior 
or subsequent to this particular incident, 

Senator Bennerr. Mr. Bovard, was yours the same experience ? 

Mr. Bovarp. Well, my experience was somewhat similar. I was 
requested to talk to Mr. Cole and went over to his office. He said he 
was sorry but he would ask for my resignation. I declined to resign. 
He assigned no reasons for his asking, other than he gave me assurance 
that there was no misfeasance or malfeasance involved, but he indi- 
cated that some people felt that I had been too rigid and inflexible. 
My reason for declining to resign was that I didn’t think it was timely. 
With these investigations on, I didn’t care to resign at this time. 

Senator Bennerr. Mr. Murphy, would you care to say who re- 
quested your resignation ? 

Mr. Mourrnuy. Well, I suppose the head of the agency at the moment 
was the gentleman who talked to me. 

Senator Bennerr. That was not Mr. Cole? 

Mr. Mourrnuy. No, sir; it was not. I might say, however, that in the 
period of time that Mr. Bovard was - on leave and the date of my 
resignation, which was approximately 2 weeks, that I acted in the 
capacity of Acting General Counsel and did everything within my 
power to help out the new men that had been sent over by Mr. Cole’s 
office. They were friends of mine and associates of long standing. 
We had worked on many matters together over the years and our rela- 
tions were very good. I was particularly and personally pleased at 
the confidence that they had in working with me. Asa matter of fact, 
we did some important business right up until 4: 15. 

Senator Bennerr. Thank you very much. 

Senator Bush, do you have any questions? 

Senator Beall? 

We very much appreciate your coming here today. We realize that 
it has been perhaps a painful experience and we are grateful for the 
frankness with which you have answered our questions. 

The hearings will stand in recess until 10:30 tomorrow morning, 
at which time we will hear Mr. Mason and Mr. Perce. I think Mr. 
Perce first, then Mr. Mason. 

(Whereupon, at 4:15 p. m., the committee recessed, to reconvene at 
10:30 a. m., Thursday, April 29, 1954.) 
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THURSDAY, APRIL 29, 1954 


Unrrep Srates Senate, 
ComMITreEe ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:45 a. m., in room 
301, Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bennett, Bush, Payne, Maybank, 
Douglas, and Lehman. 

The Cuarrman. We will please come to order. 

I have some recent figures on the number of loans delinquent, and 
so forth, asked for earlier in the hearing. They will be inserted in 
the record. 

(The information referred to follows :) 


FHA Tire I Cart Report 


PRELIMINARY SUMMARY, MARCH 31, 1954 


The following preliminary estimates are based on a tabulation of March 31, 
1954, call reports from institutions reporting more than 95 percent of the property 
improvement loans insured by FHA since March 1, 1950, under title I, section 2, 
of the National Housing Act. 

At that date it is estimated there were 3,600,000 outstanding loans insured 
under title I, section 2, with aggregate unpaid balances totaling $1,625,000,000. 
Of these loans, 50,000 were reported delinquent 90 days or more on March 31. 
Outstanding unpaid balances of delinquent loans amounted to $24,700,000, or 
1.5 percent of the total unpaid balances outstanding. 


Also, without objection, we will place in the record a letter from 
Senators Knowland and Kuchel with respect to this bill. 
(The letter referred to follows :) 


Unitep States SENATE, 
COMMITTEE ON APPROPRIATIONS, 
April 10, 1954. 
Senator Homer CAPEHART, 
Chairman, Senate Banking and Currency Committee, 
Capitol. 

Dear Mr. CHAIRMAN: We would like to draw your attention to S, 3282 intro- 
duced by the undersigned on April 8. We are hopeful that the provisions of this 
bill can be included as an amendment to the committee’s Federal housing bill 
of 1954 when it is reported to the Floor of the Senate. 

Under this bill the authority of the Administrator of HHFA would be ex- 
panded to allow him to acquire fee titles to property upon which Federally 
owned temporary housing units are situated where more than 12,000 such housing 
units exist within any city or in 1 of the 2 contiguous cities. This authority is 
conditioned upon a finding that such acquisition “will expedite the disposal or 
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removal of temporary housing under his jurisdiction by facilitating the avail- 
ability of improved sites for privately owned housing needed to replace such 
temporary housing.” A second condition requires that “the city or a local public 
agency has, in accordance with authority under State law, entered into a firm 
agreement to purchase the land so acquired at a price determined by the Ad- 
ministrator to be fair, but in no event less than the estimated cost to the Federal 
Government of acquiring the fee simple title (including an estimated amount 
to cover legal and overhead expenses of such acquisition) as determined by the 
Administrator.” No costs under this bill will ultimately fall upon the Federal 
Government. 

The purpose of this legislation is to make it possible to remove, as promptly 
as possible, much of the temporary housing constructed by the Federal Govern- 
ment during World War II in the Richmond-El Cerrito, Calif., area which has 
become so deteriorated as to cause the area to be blighted. The population of 
this area increased far beyond the proportions of almost any other city in the 
United States during the war as the Government called for more defense 
workers, and, as the population increased, so did the temporary housing. Many 
of these units are now over 12 years old and have become shambles which are 
not fit to live in and must be removed as soon as other housing can be provided. 

The Redevelopment Agency of Richmond, created under the laws of the 
State of California, has developed a plan to remove the blight and construct 
inexpensive modern permanent housing for the present residents. The plan 
will be unduly delayed unless the power to acquire the titles to the property for 
the redevelopment agency is given to the Housing and Home Finance Adminis- 
trator, for neither private developers nor the agency could acquire these titles 
without going through cumbersome procedures taking many years to accomplish. 
The local desire is to get the plan underway and the Federal Government’s 
assistance here will assure the fulfillment of that wish. 

The procedures authorized in this bill previously appeared in the statutes 
as section 405 of the Korean War Housing Act of 1951. The provision was never 
used because of the freeze on the removal of temporary housing during the 
Korean war. Section 405 was repealed along with the remainder of the act 
on June 30, 1953 before the benefits of the legislation could be realized in the 
Richmond-El Cerrito area. 

It is our hope that the committee will reenact this law and make it possible 
tc provide an answer to Richmond’s housing problem. A summary statement of 
Richmond's proposal is enclosed (see p. 1119, pt. 1), as is a copy of the bill. 

Sincerely yours, 
Wiru1am F, KNow.anp, 
THoMas H. KucHEL, 


[S. 3282, 88d Cong., 2d sess.] 


A BILL To expedite the disposal and removal of federally owned temporary housing in 
certain communities where such hoysing predominates 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 605 (a) of the Act entitled “An 
Act to expedite the provision of housing in connection with national defense, and 
for other purposes”, approved October 14, 1940, as amended, is hereby amended 
by adding the following at the end thereof: “In any city in which, on March 1, 
1953, there were more than twelve thousand temporary housing units held by 
the United States of America, or in any two contiguous cities in one of which 
there were on such date more than twelve thousand temporary housing units 
so held, the Administrator may acquire, by purchase or condemnation, a fee 
simple title to any lands in which the Administrator holds a leasehold interest, or 
other interest less than a fee simple, acquired by the Federal Government for 
national defense or war housing or for veterans’ housing where (1) the Admin- 
istrator finds that the acquisition by him of a fee simple title in the land will 
expedite the disposal or removal of temporary housing under his jurisdiction 
by facilitating the availability of improved sites for privately owned housing 
needed to replace such temporary housing, (2) the city or a local public agency 
has, in accordance with authority under State law, entered into a firm agreement 
to purchase the land so acquired at a price determined by the Administrator to 
be fair, but in no event less than the estimated cost to the Federal Government 
of acquiring the fee simple title (including an estimated amount to cover legal 
and overhead expenses of such acquisition) as determined by the Administrator, 
(3) the city or local public agency has furnished evidence satisfactory to the 
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Administrator that it has or will have funds available to make all agreed-upon 
payments to the Federal Government and to protect the Federal Government 
against any loss resulting from the acquisition of fee simple title, and (4) the 
city or local public agency has furnished assurances satisfactory to the Admin- 
istrator that the land will be made available to private enterprise for develop- 
ment, in accordance with local zoning and other laws, for predominantly resi- 
dential uses: Provided, That such acquisitions by the Administrator pursuant to 
this sentence shall be limited to not exceeding four hundred twenty-five acres 
of land in the general area in which approximately one thousand five hundred 
units of temporary housing held by the United States of America were unoccupied 
on said date.”. 

Our first witness this morning will be Mr. LeGrand W. Perce, 
Deputy Assistant Commissioner of the Federal Housing Adminis- 
tration. Mr. Perce, will you be sworn, please ? 

Do you solemnly swear to tell the truth, the whole truth, and 
nothing but the truth, so help you God ¢ 


TESTIMONY OF LeGRAND W. PERCE, DEPUTY ASSISTANT COMMIS- 
SIONER, FEDERAL HOUSING ADMINISTRATION 


Mr. Perce. I do, sir. 

The Cuarrman. Thank you. Be seated, please. 

Do you pronounce your name “purse” ? 

Mr. Perce. Yes, sir. 

The Cuarrman. Mr. Perce, how long have you been with the FHA ? 

Mr. Perce. I came with the FHA on December 20-—— 

The Cuarrman. Pull the microphone a little closer. 

Mr. Perce. On December 20, 1937. 

The CHamrman. You have been with the FHA since December 
1937 ? 

Mr. Perce. Yes, sir. 

The Cuarrman. What have been your duties over there, please? 

Mr. Perce. I came to the FHA as an attorney, in the Rental Hous- 
ing Division. I did not seek the job. The job sought me. 

The Cuatrman. Which Division ? 

Mr. Perce. Rental Housing. 

The Cuatrman. In 1937? 

Mr. Perce. Yes, sir. 

The Cuarmrman. And where is your home town? 

Mr. Perce. Right now I am living in Washington. 

The Cuarrman,. Where did you come from? 

Mr. Perce. I came from New York. 

The Cuarrman. You came from New York down here in 1937? 

Mr. Perce. I came in 1934, and then I went back to New York, and 
came back in 1937. I was with the late NRA. 

The Cuamman. And you have been with the Rental Housing 
Division ever since? 

Mr. Perce. Yes, in the Legal Division first, and then in the Ad- 
ministrative Division. 

The Cuatrman. You have been Acting Commissioner ? 

Mr. Perce. I have been assistant to the Assistant Commissioner, 
and then a Deputy Assistant Commissioner, since June 18, 1948. 

The Cuatrman. Who has been your immediate superior ? 

Mr. Perce. Mr. Clyde Powell. 

The Cuatrman. Mr. Powell was your immediate superior ? 
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Mr. Perce. Yes, sir, when I entered into the administrative end 
of it. Prior to that time I had two superiors, Mr. Herbert S. Colton, 
who was chief counsel, and Mr. R. Winton Elliott, chief counsel. 

'  eammcoanal Have you had anything whatsoever to do with 
title 

Mr. Perce. No, sir. 

The Cuamman. In other words, your experience has been entirely 
with rental housing, section 608 ? 

Mr. Perce. Sections 207, 608, and 608 pursuant to 601, and title 
VIII and title IX. 

The Cuamman. Rental housing? 

Mr. Perce. Yes, sir. They call it multifamily housing now. 

The Cuamman. Multifamily housing? 

Mr. Perce. Yes, sir. 

The Cuarmany. Is that exactly the same thing as rental housing? 

Mr. Perce. The same thing. 

The Cuarrman. Why did they change the name? 
ee Perce. That you would have to ask the powers above. I don’t 

ow. 

The Cuarrman. But it is now called multifamily ? 

Mr. Perce. Yes, sir. 

The Cuarrman. But it is the same thing as rental housing? 

Mr. Perce. Well, I rather imagine they changed it to multifamily 
housing—maybe I am incorrect on this—when the policy position of 
the Assistant Commissioner for Cooperative Housing, when coopera- 
tive housing was put under Mr. Powell shortly—a little while ago. 

The CHarmman. When did they put cooperative housing under 
Mr. Powell ? 

Mr. Perce. About a year ago, about the time that the Congress took 
the appropriation for the Assistant Commissioner—— 

The Cuamman. Do you yourself, or did Mr. Powell, approve all 
appraisals made under section 608 ? 

{r. Perce. No, sir, we didn’t have anything to do with it. The 
original appraisals we had nothing to do with. 

The Cuarrman. Did you or Mr. Powell, or both of you, approve the 
amount of the mortgage on each and every section 608 project? 

Mr. Perce. We had nothing to do with it, sir. 

The Cuamman. Then, what are your duties over there? 

Mr. Perce. The duties, as far as I can make out, the administrative 
duties were to set the policies in accordance with the findings of the 
Commissioner, in what is known as the executive board. I never 
had a policymaking position. The policies are made by the Com- 
missioner and the Assistant Commissioner. 

The Cnarrman. What do youdo? Tell us briefly. 

Mr. Perce. Try to carry out the policies as written. 

The Cuamman. Well, isn’t one of the policies under section 608 
for the appraisers to appraise and arrive at an amount at which they 
would insure the mortgage ¢ 

Mr. Perce, Yes, sir, in the underwriting section. 

The Cuamman. You say you did not approve any of those? 

Mr. Perce. We did not know what those appraisals were until they 
got the commitment out. Then we were notified. 

The Cuamman. Was your job and Mr. Powell’s job to issue instruc- 
tions to the appraisers on section 608 projects? 
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Mr. Perce. We issued administrative instructions and instructions 
to the appraisers as to how the appraisals were to be made, to the 
assistant commissioner for underwriting. 

The Cuarman. What we are trying to find out is—let’s take a 
project. Let’s call a project X. A gentleman walks in and says he 
wants to build a section 608 project. Now, tell us how did you pro- 
ceed? How would be proceed, and how did FHA omat 

Mr. Perce. He would proceed by entering usually an insurance 
office, whatever it might be, New York or Chicago or whatever it was, 
and have preliminary discussions about the matter, telling them what 
he had in mind, telling them about the land. I think you could get a 
much better description if you would discuss this with the Under- 
writing Division. But I will give my interpretation of it. 

The Cuarman. You and Mr. Powell were the top administrative 
officials under section 608, is that correct ? 

Mr. Perce. As far as the administrative section is concerned, but 
not the underwriting. 

The Carman. You had nothing to do with the per eg 

Mr. Perce. I had nothing to do with the underwriting—neith 
us had, as far as I know. 

The Cuarrman. You had nothing to do with the appraisals? 

Mr. Perce. No, sir. 

The Cuarrman. You had nothing to do with the approval to insure 
a mortgage for X amount? 

Mr. i No, sir. 

The Cuatrman. Then, what did you have to do? 

Mr. Perce. We had to instruct them 

The Cuarrman. You had to what? 

Mr. Perce. We had to set out administrative determinations with 
respect to what the policy was. 

The Cuarrman. Who was the top man of these appraisers that you 
are talking about ? 

Mr. Perce. Mr, Curt C. Mack. 

The Cuarmman. Mr. Mack? 

Mr. Perce. Yes, sir, the Assistant Commissioner in Charge of 
Underwriting. 

The Cuatrrman. Is he still over there? 

Mr. Perce. No, sir, he resigned. I don’t know how long ago. Not 
so very long ago. 

The Cuarrman. You mean 2 or 3 weeks ago? 

Mr. Perce. No, I think 6 or 8 months ago. I don’t remember 
exactly. 

The Cuamman. I wonder if we can get Mr. Mack over here this 
afternoon. Will you call Mr. Mack? 

Mr. Perce. Mr. Mack, I think, is in Baltimore. 

The Cuammnan. He is not there anymore. Who took his place? 
Let’s call the gentleman who took his place. 

Mr. Perce. That is Mr. Chappell. 

The Cuarrman. Is Mr. Chappell here this morning? 

Mr. Cuaprew. Yes, sir. 

The Cuarrman. You took Mr. Mack’s place? 

Mr. Cuapprin. Yes, sir. 

The Cuarrman. How long ago? 
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Mr. Cuarreti. March 12, until last Monday, the 26th. We have a 
new director now, but I am the assistant director, and I will be here 
to testify if you need me. 

The Cuarrman. How long have you been over there? 

Mr. Cuapret. I have been with FHA since 1934. 

The CuarrMan. You have been with FHA since 1934? 

Mr. Carrey. Yes. 

The Cuarrman. Now, Mr. Perce, tell us again what you do. It isn’t 
clear to me. 

Mr. Perce. Well, the Administrative Section 

The Cuarmman. What other duties are there in connection with 
section 608, other than arriving at the cost or the estimated cost, and 
agreeing to insure the mortgage? What are the other duties? 





Mr. ce. We have the duty of releasing the mortgage, servicin 
the meena and servicing the projects, to see that they do not 
the rental ceilings—— 


The Cuarmman. See that they do not exceed what? 

Mr. Perce. The rental ceilings. It is a form of rent control. 

The Cuamman. It has been testified here that in every section 608 
project a separate ee was organized. 

Mr. Perce. Yes. No, sir, that isn’t quite true. In the beginning, 
they permitted individuals to be mortgagors, particularly if the mort- 
gage was under $200,000. 

The Cuarrman. Did you and Mr. Powell have charge of seeing that 
under these section 608 projects they organized a separate corporation ¢ 

Mr. Perce. That was part of the procedure, yes, sir. 

The Cuarrman. I mean that was part of your responsibility ? 

Mr. Perce. That was part of the res coer! of the closing at- 
torney, to follow the instructions set by Mr. Powell. 

The Cuarrman. Did the closing attorney work for you? 

Mr. Perce. When I was chief counsel of rental housing he worked 
under my direction. Not exactly for me, but under my direction. 

The CHarrMan. Well, whose idea was it that a separate ration 
should be organized to own each of these section 608 projects 

Mr. Perce. I think that grew out of our experience in the earlier 

art of the program, when we had individual mortgagors, and we also 
had corporate mortgagors. It was found from experience that you 
could control a corporate ee by owning preferred stock much 
easier than you could control the operations of an individual under a 
regulatory agreement. A regulatory agreement had practically the 
same provisions in it. 

The Cuarrman. What control did you want to hold over them? 

Mr. Perce. First, we wanted to see that they kept the job of doing 
the repairs. Second, we wanted to see that they made no charges 
other than those approved by the Commissioner. Third, we wanted 
to see that they did not exceed the rent, because the act provided that 
we could control rents, to provide reasonable rents for the tenants 
and a reasonable return to the owner. 

And we also had to police the job, service the job. And we also had 

uestions of the reserve for replacement, which was set —, in the 
charter provisions for replacing structural elements and i 
as refrigerators and ranges when they wore out, and we wanted to see 
that they didn’t dribble that away. 
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The Cuarrman. It has been alleged by the Internal Revenue Service 
that some several hundred section 608 project owners made a profit 
and so declared on their income-tax returns. Under the charter, un- 
der their charter as a separate corporation, which you approved, and in 
which you owned $100 worth of preferred stock, you had the right to 
control that sort of thing. 

Mr. Perce. We did not control that—— 

The CuarrMan. Well, let me ask you this: You controlled these 
corporations, through holding $100 worth of preferred stock, did 
you not? 

Mr. Perce. Yes, sir. 

The Cuatrman. Did you have any instances, did you ever have a 
single instance in which you approved of that corporation paying out 
to its stockholders any amount of money ¢ 

Mr. Perce. The dividends were not controlled under section 608. 

The Cuarrman. Why ? 

Mr. Perce. They were controlled in section 207. Section 207 was 
a little different. 

The Cuarmman. Why weren’t they controlled in section 608 ? 

Mr. Perce. Because that was the policy laid down, the provision 
which only permitted them to pay—— 

The Cuatrman. You certainly controlled capital distribution, did 
you not? 

Mr. Perce. I don’t know that we did. I don’t think the charter 
provides for that. 

The Cuatrman. What did you control, then? 

Mr. Perce. We tried to control the rents. 

The Cuarrman. You just controlled the rents? 

Mr. Perce. And the operations with respect to maintenance and 
reserve for replacement. 

The CuarrMan. Let me have one of the charters here. 

Senator Payne. Mr. Chairman, I would like to ask Mr. Perce a 
question : You say you controlled the rents? 

Mr. Perce. We tried to; yes. 

Senator Payne. Just how did you establish what the rent was that 
should be charged ¢ 

Mr. Perce. The rent was originally established by the Underwrit- 
ing Division, when they processed the case. 

Senator Payne. And on what basis was that established ? 

Mr. Perce. I think the Underwriting Division better give you that, 
because the rentals are generally established by the rents of the neigh- 
borhood, and then it was presumed to be established on 614 percent of 
the replacement cost, after paying all operating costs, plus taxes—— 

Senator Payne. But that portion of it was not reviewed by you or 
anyone under you? 

Mr. Perce. No, sir; not in the beginning. It was subsequently. If 
they asked for an increase in rent. 

Senator Payne. Let’s say there was an increase in rent re- 
quested—— 

Mr. Perce. That came through us. 

Senator Payne. How far back did you go to establish whether or 
not the base upon which that rent was established was fair, andif such 
suggested increase was based upon certain facts? 
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Mr. Perce. To the original rent established by the replacement 
cost, estimate of replacement cost, established by the Underwriting 
Division. 

—— Payne. What do you mean by estimate of replacement 
cost 

Mr. Pearce. All of it was based upon estimate of replacement costs. 

Senator Payne. In no instance did any member of the Administra- 
tion endeavor to find out what the actual cost of those—— 

Mr. Perce. Not that I know of. 

Senator Payne. Not that you know of? 

Mr. Perce. No. 

Senator Paynu. Well, under the so-called rent-control law, affect- 
ing everybody else over this country, before anybody could ask for a 
suggested change in their rent structure, they were required to furnish 
absolute costs that went into the suggested increase in rent, were 
they not? 

Mr. Perce. I really don’t know, sir. I am not familiar with that. 

Senator Payne. Wouldn’t you think it was a rather loose proposi- 
tion of establishing a rent that could be charged and granting an 
increase from time to time, unless some factual data concerning costs 
came into the picture, instead of somebody saying, “Well, I estimate 
this is the figure upon which this is going to be computed ?” 

Mr. Perce. That is a situation. When we set up an analysis of the 
case, there are five criteria whereby that mortgage could be deter- 
mined. One is 90 percent of cost, not to exceed the cost of physical 
improvements to the property—— 

Senator Payne. You say 90 percent of the cost ? 

Mr. Perce. Estimated replacement cost of the project, as defined 
in the act. 

Senator Payne. I thought you just said 90 percent of the cost. 

Mr. Perce. Estimated cost. 

Senator Payne. And nobody ever checked to make sure whether 
that estimated cost tied into actual cost or not? 

Mr. Perce. No, sir, not thet I know of. 

Senator Payne. Wouldn’t you consider it good business practice and 
sound administrative procedure to see that you were talking about a 
certain specific figure, as determined by the construction cost itself? 

Mr. Perce. If the act provides for that, I would be very glad-—— 

Senator Dovenas. Does not the act provide for it? 

Mr. Perce. I don’t know that it does. 

Senator Dovctas. Let us get the section. 

Mr. Perce. Maybe it does and maybe it doesn’t. 

Senator Dovatas. Well, you have been administering the act. Sub- 
section (b) of section orn for actual cost, I think. 

Mr. Perce. I don’t think so. 

The Cuatrman. It provides for current cost, and then it provides 
for replacement cost. 

Mr. Perce. The Commissioner’s estimate of the necessary current 
cost. 

Senator Doveras. Mr. Chairman, forgive me for interrupting, but 
section 608—— 

The Caarrman. What page? 

Senator Doveras. In the section that I have, page 10, subparagraph 
(b) (iii), it says: 


Sh 
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The mortgage shall involve the principal obligation in amount (a) not to exceed 
$5 million, and (b) not to exceed 90 percent of the amount which the Commis- 
sioner estimates will be the necessary current cost of the completed project. 

Mr. Perce. Yes, sir, that is the Commissioner’s estimate. It is not, 
as far as I can make out, the actual cost. 

Senator Doveias. You made no effort to check whether the actual 
cost could be determined from the Commissioner’s estimate ¢ 

Mr. Perce. Not so far as I know. 

Senator Payne. Mr. Perce, just one further question. 

Mr. Perce. Yes, sir. 

Senator Payne. You are talking about the rents that you estab- 
lished, and I am sure that you folks in the FHA, even though you 
weren’t charged with the administration of the Rent Control Act, 
as such, that to be consistent you would have to follow a pattern un- 
der which it would be consistent with what was taking place country- 
wide, insofar as controlling rents. Is that right ? 

Mr. Perce. Yes. 

Senator Payne. Let me ask you whether or not you figured, under 
the basis on which you operated, that FHA in any instance violated 
the Rent Control Law, as such ? 

Mr. Perce. In the early part of the section 608 program, the rent 
control of section 608 projects, as well as existing construction—I 
haven’t got the date right now, but later they took the rent control off 
of new construction. Our original charter provided that so long as 
the rents were controlled by another governmental agency, the FHA 
would not control the rents in any way, but that when the rent control 
ceased to exist, the FHA would then set the ceiling rents in existence 
at that time and cary it on from there. 

When they changed the law so that rent control did not pertain to 
new construction, why then FHA established it right from the begin- 
ning, right from the beginning of the process. The Administrative 
Section, in Washington, set the rents, as set up by the project analysis 
of the rents in. the beginning, and carried on from there. What re- 
lation they had to actual cost, I haven’t the slightest idea. The rents 
were not always based upon 61% percent of replacement cost. Some- 
times they were based upon the rent in the neighborhood, so some did 
not get 614 percent. 

Senator Payne. But you don’t recall any instance of where FHA 
violated the rent-control law, as such? 

Mr. Perce. No. 

The Cuamman. Mr. Perce, there were approximately 7,000 section 
608 projects, is that right? 

Mr. Perce. That is right, sir. 

The Cuarrman, Approximately 7,000? 

Mr. Perce. That is right, as far as I know. 

The Cuareman, It has been testified that in practically every in- 
stance, except at the beginning where there were some projects less 
than $200,000, that you required them to organize a separate corpo- 
ration of which you, the FHA, took $100 worth of preferred stock, 

Mr. Perce. Yes, sir. 

The Cratrman. Now, the Internal Revenue Service maintained 
that X number of these 7,000 projects—I don’t know what the number 
is, but let’s say it is a thousand—— 

Mr. Perce. 1,100. 
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The Cuamman. It doesn’t make any difference. But they main- 
tained that X number of them filed income-tax returns in which they 
maintained that they made a profit on the difference between the 
actual cost and the amount of the mortgage. 

Mr. Perce. Yes, sir. 

The Cuamman. Now, my question is: In each of those instances 
where they maintained that and filed a return, did you and Mr. Powell 
approve those dividends ? 

5 Pi Perce. We didn’t have anything to do with approving divi- 
ends, 

The Cuarmman. Did you approve them taking out of this corpora- 
tion in which you owned $100 worth of preferred stock, did you ap- 
prove of them taking out $100,000? 

Mr. Perce. I don’t know that we approved or disapproved. 

The Carman. Or a million dollars. 

Mr. Perce. I don’t know that we approved or disapproved. 

The Cuarrman. Why didn’t you? 

Mr. Perce. I don’t think it was in our province. 

The Cuarman. It certainly was. 

Senator Payne. Mr. Chairman, if I may ask a question—— 

The Cuarrman. Senator Payne. 

Senator Payne. I have before me, Mr. Perce, S. 1770, introduced 
in the 80th Congress by Mr. Tobey, and others who are present mem- 
bers of this committee, who acted as cosponsors, including the present 
chairman, Mr. Capehart, Senator Bricker, Senator Maybank, Senator 
Fuleyee Senator Robertson, and Senator Sparkman. And I will 

it: 


Section 2, title VI of the National Housing Act, as amended, shall be employed 
to assist in maintaining a high volume of new residential construction, without 
supporting unnecessary or artificial costs. In estimating necessary current costs 
for the purposes of said title, the Federal Housing Commissioner shall use every 
feasible means to assure that such estimates will approximate as close as possible 
the actual costs of efficient building operations. 

That was enacted into law as a part of the present law and, to the 
best of my knowledge from the information available to me, has never 
been repealed. I would like to ask you now, in view of that, what did 
the FHA do to see that that portion of the law was carried out and to 
see to it that no unnecessary or artificial costs, as came into the picture 
under estimates, were reflected in determining what the actual costs 
of efficient building operations were? 

Mr. Perce. Sir, that was never in my jurisdiction. As I say, I am 
not an underwriter. It was carried out entirely by the Underwriti 
Division, and I think you will have to ask them what they did to fin 
out whether the estimates were approximate to the actual costs. 

You see, we got into the picture, as far as costs were concerned, the 
Administrative Section—Mr, Powell and myself didn’t know anything 
about a case until after the commitment had been issued. 

The Cuamman. Say that again, please. Don’t talk quite so close to 
the microphone. 

Mr. Perce. Neither Mr. Powell or myself knew anything about the 
project until after the commitment had been issued, a firm commitment 
to insure the mo for so many dollars. 

The Crarrman. o had jurisdiction or nsibility to see that 
these separate corporations were organized and the $100 worth of pre- 
ferred stock—— 
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Mr. Perce. That was done by the Legal Division. 

The Cuarrman. That was done by who? 

Mr. Perce. The Legal Division. 

The Cuarrman. Of your department? 

Mr. Perce. The Rental Housing Division, and the field attorneys. 

The Cuarrman. That would be your department? 

Mr. Perce. It would be when I was in the Legal Division; yes, sir. 
The closing attorneys were only authorized to approve a charter in 
accordance with our charter. 

The Cuarrman. I may be wrong about this, but it seems to me that 
you and Mr. Powell didn’t have anything to do. 

Mr. Perce. We had much todo. Too much to do. 

The Cuarrman. What did you have todo. You had nothing to do 
with organizing the corporation; you had nothing to do with the 
appraisal, you say. 

Mr. Perce. That is right. 

The Cuarrman. You had nothing to do with organizing these sepa- 
rate corporations. 

Mr. Perce. No; that was done by the mortgagor and their attorneys. 

The Cuarrman. And you say you never knew anything about a case 
until it was approved for mortgage purposes ? 

Mr. Perce. We never knew anything about it until after the com- 
mitment 

The Cuarrman. Everybody handled the thing, and came in and 
handed it to you, and then what did you do from that point on? 

Mr. Perce. I will say one thing, that we did have something from 
the beginning, before the commitment was issued and that was the 
prevailing wage determination by the Secretary of Labor. I forgot 
about that. 

The Cuarrman. You mean the prevailing wages when they were 
constructing the building? 

Mr. Perce. That was before they started the job. The first thing 
that happened when an application was filed. 

The Cuarman. Let me ask you this: Under the law you were sup- 
posed to set the rents? 

Mr. Perce. Yes. 

The Cuarrman. Did you and Mr. Powell set the rents? 

Mr. Perce. No. 

The Cuarrman. Who did? 

Mr. Perce. The insuring office. I wouldn’t know what the rents 
were in Chicago, San Francisco, Oklahoma, and so forth. 

The Cuarrman. You and Mr. Powell had nothing to do with that? 

Mr. Perce. No. That was done in what was called the project 
analysis. 

The Cuarrman. What you had to do with was what? 

Mr. Perce. We had to service the mortgage and—— 

The Cuarrman. What do you mean by service the mortgeget 
id go into 





Mr. Perce. Seeing if it went into default, and it 
default 

The Cuarrman. The banks bought the mortgage and they had to 
service it, didn’t they? 

Mr. Perce. Partially. We had to service it, too. The banks 
couldn’t alter the mortgage without our consent. 

The Cuarrman. Order the mortgage? 
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Mr. Perce. Alter, a-]-t-e-r. 

The Cuarmman. Were there a lot of alterations? 

Mr. Perce. A great deal. 

The Carman. A great deal of alterations? 

Mr. Perce. Yes. 

The Cuamman. Why? 

Mr. Perce. When the project got into difficulty and couldn’t meet 
the payments, and the mortgagee requested us to permit him to waive 
amortization for a while. 

The Cuarmman. Did you have much of that? 

Mr. Perce. A great deal of it. A great deal of it, particularly after 
the war started and the costs began to go up. 

The Cuatrman. And they would try to get you to increase it? 

Mr. Perce. We did increase the mortgage, a great many mortgages, 
up to the final endorsement. 

The Cuamman. You say you did increase the mortgage? 

Mr. Perce. We increased a great many mortgages; yes. 

The Cuarrman: You mean the amount? 

Mr. Perce. Yes, sir. 

The Cuarrman. In other words, you would increase the amount of 
the mortgage that the original appraised had set it at ? 

Mr. Perce. Yes. 

The Cuarran. Oh, you did? 

Mr. Perce. Yes, quite a few. The mortgagee would request us— 
well, quite a number of things happened. For one thing, during the 
course of construction, some mortgagee and mortgagor would appl 
for a change order for a better one, or a different kind of material. 
In other words, if you couldn’t get wrought iron pipe during the 
war, because of the scarcity. Now, that cost an additional amount 
of money, and some of the increases were greater than some of the 
decreases. They would come in sometimes and make an application 
to our insuring office, and the insuring office would process it, just 
like they processed everything else, and it would be sent to Mr. 
Powell, and Mr. Powell would send it to underwriting to check the 
processing and see if it was correct. And if it was within the limita- 
tions of the act, the mortgage would be increased. 

The Carman. Who had the last word as to whether the amount 
of the mortgage would or would not be increased ? 

Mr. Perce. All the processing would be done by Mr. Powell. 

The Cuareman. In other words, if I had a project in Indianapolis, 
let’s say, and it had been originally approved for a million Sittce 
it would mean that when the project was completed I could go to a 
bank and sell my mortgage for a million dollars? 

Mr. Perce. Not after it was completed. During the course of con- 
struction. 

The Cuamman. And during that course of construction, I decided 
that I wanted to get it increased $100,000. 

Mr. Perce. You had to have a basis for that. 

The CrHammin. Yes, but I decided I wanted it increased, that it 
should be increased. Then I would do what? Come to Mr. Powell? 

Mr. Perce. You would go to the Indianapolis office and take it up 
with the chief underwriter, who would get the facts. He would then 
examine the facts and check those facts. And the instructions here 
say that they have to be actual facts, not just estimates, guesswork. 
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And, if he Indianapolis office agreed that the cost had gone up beyond 
the control of the mortgagor corporation and had worked a real hard- 
ship, if he didn’t get the increase, which is part of section 515 of 
the act, the insuring office. completing the process, would send it in 
to Washington and it would come to Mr. Powell’s office. He would 
then generally turn it over to me, and I would send it up to Under- 
writing, to Mr. Curt C. Mack. They would then examine the process- 
ing and see if it was all in order and that it didn’t violate the pro- 
visions of the act, and they would send us a memorandum stating 
that they thoroughly agreed with the processing, that the increase 
was in order, to avoid a hardship and what not. 

They would then send a memorandum to the Legal Division, and 
they would prepare a formal commitment, which the District Direc- 
tor in Indianapolis would issue, increasing the amount of the 
mortgage. 

The Cuatrman. Did Mr. Powell have the last say on this? 

Mr. Perce. He had the last say, subject to the review of the case. 

The Cuarrman. He could overrule the underwriters ? 

Mr. Perce. I don’t think he overruled the underwriters. 

The Cuarrman. Well, did he have the power to overrule them? 

Mr. Perce. That I will have to reserve. I will have to look back 
and find out. (See appendix, p. 1986.) 

The Cuarrman. How many cases would you say there were where 
the amount of the mortgage was increased ¢ 

Mr. Perce. I would hate to say. Hundreds of them. 

The Cuarmrman. Hundreds of them? 

Mr. Perce. Hundreds of them, yes, sir. And if those mortgages 
had not been increased, there would have been a great many people 
who would have lost, instead of gained. 

Senator Dove.as. May I interject a question here ? 

The Carman. Senator Douglas. 

Senator Dovetas. When the actual costs exceeded the estimates, 
therefore, the mortgage was increased ¢ 

Mr. Perce. Sometimes, yes, sir, if it met with the other obligations. 
Let me explain, first, these 5 limitations—— 

Senator Dovcias. I am just asking for a simple answer to that. 
In the vast majority of cases, when the actual cost exceeded the esti- 
mate, the mortgage was increased, yes or no? 

Mr. Perce. If it could be within the limitations of the Act. 

Senator Doveras. If you checked up when costs exceeded the esti- 
mates, why did you not write down the amount of the mortgage, as 
well as writing up the amount of the mortgage? Excuse me, Mr. 
Chairman. 

The Crarrman. That was the question I was going to ask you. 
Why, if you increased these mortgages when you found that they 
should be increased—and I presume you felt they should be or you 
wouldn’t have done it—why then, when the costs ran much less than 
your estimate, didn’t you reduce it? 

Mr. Perce. So far as I know, I don’t know whether the costs ran 
less or not. That would be something for the insuring office to find 
out. We weren’t processing that. 

The Crarrman. How did you know they ran more, then? 

Mr. Perce. That was based entirely upon the processing in the 
insuring otfice. We had to take the word of the insuring office. 
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Now, there is one way in which the mortgage might have been 
reduced, and that is in balancing out the change order, the construc- 
tion fee, showing they had saved money on the construction. The 
— was supposed to be reduced to the amount of the change 
order. 

Senator Payne. Mr. Chairman. 

The Cuatrman. Senator Payne. 

Senator Payne. Mr. Perce, you have given us quite a discourse 
here on the fact that you were administrative officer, that you took 
these things and put them into effect administratively. 

Mr. Perce. Yes, sir. 

Senator Payne. Would you just trace this for me: The Congress 
passes a bill, signed into law by the President. Who directs the com- 
pliance with the provisions of that law, so far as the Federal Housing 
Administration 1s concerned ? 

Mr. Perce. The Federal Housing Commissioner. 

Senator Payne. The Federal Housing Commissioner. 

Mr. Perce. There were a group of assistant commissioners, com- 
missioner for underwriting, commissioner for title I, and so forth. 
There were also what they called zone commissioners, in charge of a 
zone, and they were the ones that set the policy there and had the 
directors follow up in the form of letters. 

Senator Parner. Now, going back to the law which I just cited, 
Public Law 394, put into effect December 27, 1947, signed into law, 
just what are the mechanics that took place in putting the provisions of 
that law into effect and how were they administered? (See p. 1967.) 

Mr. Perce. I don’t like to answer the question categorically. I 
think maybe you could get an answer from the Underwriting Divi- 
sion, because that would be their function. 

Senator Payne. Let me ask this: Do the records of FHA show who 
the Commissioner delegated the responsibility of seeing that that pro- 
vision was carried out? 

Mr. Percé. I think so. I don’t know. I will have to check. 

Senator Payne. Somebody’s memory ought to be good enough. 

Mr. Perce. That was not in my woe The cost information 
and figures of cost, I don’t know anything about them. I am a lawyer. 
I was not supposed to—— 

Senator Payne. Yet your division was in charge of this particular 
end of Federal Housing, wasn’t it ? 

Mr. Perce. Not the cost information; no, sir. We had nothing to 
do with the cost estimates. 

Senator Payne. And you had nothing to do with the reviewing of 
the cost estimates ? 

Mr. Perce. No, sir. 

The Cxamman. But you had something to do with the increasing 
of the mortgage, if the builder asked you to do so? 

Mr. Perce. If the recommendations were followed, under the policy 
set by the Commissioner we had the final say, “O. K., go ahead. 

The Cuarrman. It seems rather strange you had nothing to do with 
it e begin with. But if the fellow wanted you to increase it, you 
could. 

Senator Busu. Is it fair to say your duties began when the property 
went into operation ? 
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Mr. Perce. To a certain extent. Sometimes our duties were in the 
construction period. That is when they had these requests for 
increases. 

Senator Busu. In other words, the revising of the mortgage might 
have taken place during construction ? 

Mr. Perce. It could have, 

Senator Busw. That came under your authority ? 

Mr. Perce. And Mr. Powell’s authority ; yes, sir. You couldn’t re- 
duce the mortgage actually until the project was completed and finally 
endorsed for insurance. The mortgages were originally endorsed 
before any work was done. 

Senator Buss. In your department, or Mr. Powell’s, let’s say. 

Mr. Peroe. Yes, sir. 

Senator Busu. His authority on the whole operation, before the 
project come into operation, so to speak, had to do then with the right 
or authority to change the value of the mortgage after an agreement 
had been reached? That was his only authority in connection with 
that building, until it became a completed project? 

Mr. Perce. We were also charged with the enforcement of the pre- 
vailing wages and labor. 

Senator Busu. Those were the only two things that your depart- 
ment—— 

Mr. Perce. I think I am correct on that. I can’t answer that 
categorically. I will have to check that. 

Senator Busu. But as far as your recollection is concerned it was 
only in those two areas that that authority was exercised by Mr. Powell 
or his organization ¢ 

Mr. Perce. As far as the cost estimation and the cost of the job, the 
cost of construction, they were entirely under the operations of Under- 
writing. They had the inspections, they had the architects and they 
had the cost estimates. 

Senator Busu. But the revaluation, if any-—— 

Mr. Perce. The onl rson that had to do with the modification 
of the mortgage was Mr. Powell or the people above him. 

Senator Busu. And that could take place either before the project 
was completed or after ? 

Mr. Perce. Not after the project was completed and finally en- 
dorsed for insurance. 

Senator Busu. Let me ask you this: After a project had been in 
operation for 2 or 3 years, didn’t you ever make adjustments in the 
mortgage then ? 

Mr. Perce. Never increased the mortgage; no, sir. 

Senator Busu. You never did? 

Mr. Perce. No. The original endorsement is done before any work 
starts. Then, after the job is completed, it is endorsed to the full 
amount advanced by the mortgagee. Sometimes it is less and some- 
times more, than the original commitment. 

Now, after that second endorsement takes place, we do not change 
the mortgage. We cannot increase it. That is what section 515 of 
the act says. I don’t know whether I have a copy of that or not. 

Senator Busu. I am not particularly interested in that, Mr. Perce. 
You have given me what I wanted to know; namely, what your 
authority was before that building went into operation. There were 
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two areas of authority: (1) revision of the mortgage, and (2) the 
policing of the labor. 

Mr. Perce. Then, of course, a lot of times there were disputes be- 
tween the contracting officer and the insuring office, that came down to 
the Washington office for interpretation. And they sat in on that, 
and mostly that was determined by our field offices. 

Senator Busu. But the change in the value of the mortgage which 
might have taken place between the time the project began to be 
built and the time it was completed, nobody could authorize that final 
change in the mortgage except Mr. Powell ? 

Mr. Perce. Except with respect to these change orders in the field 
office. They processed these change orders. If a man wanted to cut 
it down, and one wanted to increase it a little bit, and if those balanced 
out, then the instructions to the field offices were to endorse it for the 
lesser amount, not the greater amount. 

Senator Busu. If there was an increase, it had to be approved by 
Mr. Powell? 

Mr. Perce. Yes, sir. 

Senator Payne. Mr. Chairman, at the appropriate time, if it would 
be possible, I would like to have Mr. Greene, who was former Com- 
missioner, answer a question. 

The Cuarmman. I don’t believe Mr. Greene is here today. 

Senator Bennett. Yes, he is, sir. 

The Cuarrman. Do you want him to answer it now? 

Senator Payne. Whenever it is convenient. 

The Cuatrman. Unless you gentlemen have any questions of this 
present witness, he didn’t have much to do over there. 

Mr. Perce. My main feeling of the FHA was frustration, for the 
simple reason that I never had enough help to do a good job, never. 
We are supposed to get annual reports and annual statements, and I 
have nobody to examine them. 

The Cuarmman. Did you get an annual report from each of these 
8,000 section 608’s ? 

Mr. Perce. Not quite 8,000. Only those in which we have charter 
control. 

The Cuatrman. How many did you have? 

Mr. Perce. I imagine around 4,500. 

The CuarrMan. Do you know exactly? 

Mr. Perce. No. 

The Cuarman. Why don’t you? 

Mr. Perce. They keep changing all the time. We had been getting 
new ones every day. 

The Cuarrman. You can’t get new section 608’s now ? 

Mr. Perce. No; new title VIII and title TX. 

The Cuamman. I mean section 608. 

Mr. Perce. I imagine around 4,000. I haven’t checked; 3,500 or 
4,000. I can find that figure exactly if you really wish to know. I 
don’t have it at my fingertips. ] 

The Cuatrman. Under your rules, the section 608 project owner 
apporey had to send in his annual financial statement to you? 

r. Perce. It was supposed to be within 60 days after the end of 
the fiscal year. 

The Cuamman. What did you do with them after they came in? 
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Mr. Perce. Originally the reports which were supposed to be sent 
to the general comptroller; he was supposed to audit those reports. 

The Cuamman. You mean the general comptroller of the FHA? 

Mr. Perce. Of FHA. He was supposed to audit those reports. 
And then, if he found anything out of order, he would notify Mr. 
Powell. 

The early section 608’s were not controlled by us, because they were 
under rent control, but the later ones, after—I have forgotten the 
date—they had to send in reports, after it was completed. It some- 
times took 18 months, and then they had to operate for a year before 
we could get a report. So I think it was sometime about the latter 
ynart of 1948, or early 1948 when they began to come in, and they 
i to come in in great numbers—1,000, 2,000, and so forth. Mr. 
Thompson at that time had the Projects Audit Section, which was 
supposed to audit these projects. He found himself swemped, abso- 
lutely swamped. He took the matter up with Mr. Powell—I was 
there at the time—and asked for 31 more auditors, because with 
4,000 accounts it takes a long time to audit. And there was no money. 

So, by a memorandum, I believe from the Commissioner to Mr. 
Thompson, he was relieved of the duty of auditing these reports. So 
he sent the reports to us, and as I had only 5 people to service 7,000 
reports, they were put in the file. We weren’t interested in operating 
costs particularly. They were not audited by us, because we had 
nobody to audit them. I had 1 girl and 1 man to figure operating 
costs, and I had 5 men servicing 7,000 mortgages. So that is why I 
feel frustrated. If each 1 of my men took no vacation or no annual 
leave, and put in a full day, he could spend 20 minutes per year per 
project, which is not good service. 

That is the truth of the matter. I cannot do a good job that way, 
and we have always gone over our heads. 

Senator Doveras. Mr. Chairman? 

The Cuarrman. Senator Douglas. 

Senator Dovetas. Mr. Chairman, may I ask the witness if he, or if 
the FHA, asked for additional appropriations to provide for this? 

Mr. Perce. We did, memorandum after memorandum, requesting 
more money. 

Sanur Dovetas. Was the Congress requested to appropriate 
money ¢ 

Mr. Perce. The budget was usually set, I believe, by the Budget 
Bureau. 

Senator Doveias. Did you request the Budget Bureau to grant—— 

Mr. Perce. You will have to ask the top man. I think they did, 
yes. I think they did ask for more money all the time. 

Senator Dovetas. Didn’t the Budget Bureau grant it? 

Mr. Perce. Not as far as I know. Our budget, as far as I know, 
has always been too tight. 

Senator Dovetas. You had no surplus employees that you could 
transfer to this work ? 

Mr. Perce. No, sir. 

Senator Dovetas. What was the total capital investment in these 
some 7,000 section 608 projects? 

Mr. Perce. Well, I suppose $4 billion. 

Senator Dovenas. $4 EAtion ? 

Mr. Perce. Yes. 
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Senator Dovetas. And yet you didn’t audit—— 

Mr. Perce. No, sir. There was no possible help to do it. 

Incidentally this is not entirely connected with me, but Mr. Powell 
and myself were informed by the vice president of one of the biggest 
life insurance companies in the United States that they had $214 
million in mortgages on small homes in rental housing, and they had 
175 in the service department. I have 7. 

The Cuatmrman. Just yesterday I think they voted $50,000 for 
Mr. Cole to make this FHA investigation. 

Mr. Perce. Yes, sir. It will take that and more. 

The Cuatrman. I think there is about $20 billion involved in 
contingent liability on the part of the Government. 

Mr. Perce. Yes, sir. 

The Cuamman. I suppose in a half a dozen days we will possibly 
give away $3 billion, $4 billion, $5 billion, or $6 billion to some for- 
_— country. 

r. Perce. Yes. 

The Cuamrman. Yet we appropriate $50,000 to investigate a con- 
tingent liability of some $20 billion. 

Mr. Perce. It might have been if the FHA had more money they 
might not need to be investigated now. I don’t know. 

he CuatrmMan. I don’t know of you or any FHA official ever 
calling to this committee’s attention the fact that you weren’t able 


Mr. Perce. That I can’t say, sir. 

The Cuarmman. You were not the head man over there? 

Mr. Perce. I had nothing to do with budgetary problems. 

The CHamman. I have no recollection of anybody calling the 
attention of this committee to the fact that they were not able to 
perform their duties because they didn’t have such help. 

Mr. Perce. I think that has been the problem with FHA since I 
have been there, as far as I am concerned. 

The Cuarrman. I would like to get back a minute to the 4,000-—— 

Senator Dovenas. Mr. Chairman ? 

The Cuarman. Senator Douglas. 

Senator Dove.as. In connection with this point that you made, that 
you did not have money to deal with this, I would like to invite your 
attention to title I, section 1, page 2, of the abstract there, which gives 
blanket authority to FHA to use 35 percent of the income which it 
receives from premiums and fees for administrative purposes, includ- 
ing inspection, and so forth. So that the specific appropriation was 
not needed, as I see it, for this purpose, and you could have used part 
of your income. That was specifically granted by Congress—— 

The Cuarrman. If you will yield a moment, let me say this: We 
wrote that into the bill, this committee, the provision allowing 35 per- 
cent of their income for that purpose, which would have been ample, 
and in all fairness to the witness and everybody else, it was later 
kicked out by the Appropriations Committee. 

Mr. Perce. And t think also, Senator, you will find that that 35 


percent was confined to technical, not administrative. That was only 
allowed to operate in the field and not in the Washington office. 

The Carman. It was thrown out by the Appropriations Com- 
mittee later. 

Senator Bennett. Mr. Chairman? 
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The Cuarrman. Senator Bennett. 

Senator Bennerr. At the end of yesterday’s hearings we put into 
the record a statement made by Mr. Greene before the House Inde- 
pendent Offices Appropriations Committee, in 1954, which contains 
the applicable figures to the operation and the relation of the insur- 
ance income to the operating expenses. Mr. Greene was requesting 
a more liberal interpretation or a more liberal allowance for services 
of the agency. 

This information is already in the record for our consideration 
later. (See p. 1692.) 

Mr. Perce. In our records there is appeal after appeal after appeal 
every year for more money, but people don’t seem to understand 
every time Congress passes a section of the act—we started out with 
section 207, and we got section 608, and we got section 608 pursuant 
to section 601, title VIII, title IX, and every time a project was built 
the service department had more work, and no more people to work 
with. 

In 1938, when we had 375 units, I believe the service department 
of Rental Housing had 17 employees to do the work, and I had 5, 
and now at the present time, 7. That is why I say I feel frustrated. 

Senator Doveras. Mr. Chairman? 

The Cuatrman. Senator Douglas. 

Senator Dovaeras. I want to be fair to the witness and to the FHA. 
My comments about the provisions in the law were correct, but I 
am informed that this provision in the law was not in effect when 
section 608 was operating. And, furthermore, that this provisions 
was severely crippled by the ee Committee, in addition. 
And, furthermore, that the employees in FHA had been steadily cut 
down, even though the workload had been increasing. 

I have a chart before me, showing there were 1,050 employees in 
FHA in 1950. That was reduced to 895 in 1952, and to 810 in 1953. 
I think it is true probably that they have been crippled in the amounts 
which we have given them for administrative purposes. 

Mr. Perce. That is true. 

Senator Dovetas. I did raise this point before, and I think it is 
proper for me to make a correction now, in the interests of fairness. 

Mr. Perce. I am glad you did that, sir. Somebody might think I 
am trying to find fault. I tried to do a good job, and I am perfectly 
willing to say I haven’t been able to do a good job because I haven't 
got the tools to work with. If you intend to keep on this supervision, 
please give us the help. 

The Cratrman. I have just sent for the records of this so-called 
Gross case in New York, which is in the courts in Baltimore. Do 
you remember the so-called Gross case ? 

Mr. Perce. I have heard of it; yes, sir. 

The Cuamman. Did the FHA hold $100 worth of preferred stock 
in their respective corporations? 

Mr. Perce. I think so, in each one of them. 

The Cnarmman. You do think so? 

Mr. Perce. I think so. 

The Cuamman. Did they get your permission to pay out the 
amount of dividends that they Sid? 

Mr. Perce. No, sir. As far as I know, when they paid it out, I 
didn’t even know they had it. 
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The Cuarrman. You didn’t even know they had it? 

Mr. Perce. I don’t think so. 

The Cratrman. You never looked at their statement ? 

Mr. Perce. Their statements came in a year after the job was 
finished. I think it was all paid out long before that. The Internal 
Revenue Service looked at their statements, I know. 

The Cuatrman. What did you say? 

Mr. Perce. I say I know the Internal Revenue Service asked to 
look at their statements. But their statements came in a long time 
after the job was finished, a year after it was finished. 

The Crarrman. It seems to me you are taking this matter just a 
little lightly now. 

Mr. Perce. No, sir; Iam not. It is serious to me. 

The Cuarrman. I would think it would be serious to you. 

Mr. Perce. It is. 

The Cuarmman. Because you have testified you held $100 worth 
of preferrec! stock in that corporation. 

Mr. Perce. Yes, sir. 

The Cuatrman. And under the charter they cannot pay out divi- 
dends without your approval. 

Mr. Perce. Oh, no. No; I don’t think so. Read the first part 
of the charter. They can’t pay out dividends without our approval 
unless they have first established a reserve for replacement—— 

The Cramman. It says, “Dividends shall not be declared or paid 
except out of the net earnings of the corporation.” 

Mr. Perce. Yes, sir. 

The Cxamman. Well, the difference between the mortgage and 
the cost of the property, wpon which they are maintaining they made 
a profit, was not net earnings. 

r. Perce. I am not an accountant, but by the time they paid it 
out, I am sure—— 

The Cuarrman. Let’s put it this way: I am trying to get the records 
here. We placed it in the record, I think, the other day. I want 
to show you the exact amount of money that they invested in the 
corporation originally, the amount of the mortgage, the cost of the 
projects, and then I think it was about $4.5 million that they took 
out with some twenty-odd corporations. I think, if my memory is 
correct, that they put $7,500 in each corporation. 

You say you did not know they took $4.5 million out of those 
corporations when you were holding $100 worth of preferred stock? 

Mr. Perce. I personally didn’t at that time, I am sure. 

The Cuarrman. Would your duties require that you know this? 

Mr. Perce. If we could examine the annual statements, yes, sir; 
we might have discovered it, after the matter had ct em What 
we would have done then, I don’t know. We would find out what our 
rights were. 

The Cuamrman. What I am trying to find out is, did these corpora- 
tions violate their charter provisions and violate the agreement they 
had with you—meaning the FHA—when you took $100 worth of 
preferred stock? Did they come down here and consult with you 
and say, “We want to declare a dividend”? 

Mr. Perce. No, sir. 

The Cuarrman. Or, “We want to liquidate.” 

Mr. Perce. No, sir. 





eS See 


that 
diff 


rate 
ome 


@ 


_e 


HOUSING ACT OF 1954 1751 


The Cuamrman. Did they do it at any time! 

Mr. Perce. Not that I know of. 

The Cuarrman. Not a single one of them! 

Mr. Perce. Not that I know of. 

The Cuarrman. Then, if the Internal Revenue Service is correct, 
that there are 1,149 of them that got windfall profits. Meaning the 
difference between the actual cost and the amount of the mortgage, to 
your knowledge none of them ever consulted with you—meaning 
FHA—as to ehathen they should or should not declare dividends ? 

Mr. Perce. I don’t think so, no, sir ; not according to the charter. 

The Cuatrman. For example, here, you are familiar with the George 
M. and Anna Gross case, are you not? 

Mr. Perce. No, I am not familiar with the case. I have heard of it. 

The Cuarmman. You are familiar with the fact that they had—— 

Mr. Perce. They had 11 corporations. 

The Cuarrman. They had 11 corporations? 

Mr. Perce. Yes, sir. 

The Cuatrman. And are you familiar with the fact that in one of 
those corporations they took out $800,000 ? 

Mr. Perce. I personally am not; no, sir. I don’t think anybody 
else is. 

The Cuatrman. Do you think that anyone in FHA knew they took 
that out at that time? 

Mr. Perce. Do you know when they took it out? I am sure I don’t. 
They couldn’t have taken it out before we got the annual report. That 
would be the only way we could find out about it. And, as I say, we 
did not examine the annual reports because we did not get the money. 

The Cuarrman, I hope the members of the committee and others 
realize what I am trying to find out. 

Mr. Perce. Yes, sir. 

The Cuairman. I am trying to find out, because you are the second 
man in charge of this Department, Mr. Powell being the top man, who 
refuses to testify, I am trying to find out if—and I say “if” because I 
don’t know—if the Internal Revenue Service is correct, that 1,149 out 
of these 8,000 projects declared dividends, took out as profits the differ- 
ence between the cost of their project and the amount of their mort- 


gage. 

What I am trying to find out is, did a single one of them take it up 
with your Department? 

Mr. Perce. As to whether they could pay it out ? 

The Cuarrman. Whether they could or could not pay out. 

Mr. Perce. I do not think they did. 

The CuatrmMan. You do not think they did? 

Mr. Perce. No, sir. 

Senator Busx. Mr. Chairman, would they have to, under the lan- 
guage that you read there? It says if they pay it out of net earnings. 
What did they pay it out of ? 

The Cuarrman. How can you have net earnings if you haven’t 
operated a prol ect ? 

Senator Busn. They have sold part of what they owned at a profit. 


That is net earnings. 
The Cuarrman. They sold it to the Government, you mean. 
Mr. Perce. Idon’tknow. They borrowed the money—— 
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Senator Busu. If they sold the mortgage and made a profit on it, 
that is earnings. 

The Cuarrman. They didn’t sell the mortgage. 

Senator Busu. What did they sell ? 

The Cuatrman. I am fearful the Senator doesn’t understand what 
has happened. What they did is this: They got a commitment in ad- 
vance from FHA for a million dollars, an estimate, you see, on the 
cost. When they got all through, it didn’t cost them a million—I 
am giving you an example now—but it cost them $750,000. But they 
went over to the bank and got a million dollars, beeause FHA had 
——— a million dollars. But it only cost them $750,000, so they 

ad $250,000 cash on hand. 

Senator Busu. So they had income of $250,000, and costs of 
$750,000. 

The Cuarmrman. No. They had cash on hand of $250,000. It was 
not income. 

Senator Bus. What was it? 

Mr. Perce. Surplus. 

The Cuarrman. They still owed a million dollars on the mortgage, 
but they picked up $250,000. 

Now, my point is, in all those cases—and I say, again, the Internal 
Revenue Service tells us that there were 1,149 of them—they owned 
all the preferred stock, and the charter said that they could not declare 
dividends except with their approval—— 

Mr. Perce. N o, no. I don’t agree with that. 

The CuHatrman. Except out of the net earnings. 

Mr. Perce. I don’t know what the net earnings are. 

The Cuamman. I am trying to find out if these 1,149 firms, if there 
are 1,149—I am not saying there are, but we know there are some— 
did they come down here to Washington and say, “We have $250,000 
eash on hand, which is the difference between what this project actu- 
ally costs us to build and the amount of cash we received from the 
mortgage,” and ask permission to pay it out? That is what we are 
trying to find out. Now, the witness says—— 

Mr. Perce. I am stire they didn’t. 

Benator Bennetrr. Mr. Chairman, would you permit an observa- 
tion ? 

The Cuarrman. Yes, Senator Bennett. 

Senator Bennert. If we are debating now as to the meaning of net 
earnings, isn’t it a fact that these people, in their dealings with the 
Internal Revenue Service, are insisting that these are 1iot net earnings 
and therefore they are not subject to the normal income tax, so that 
they, by this claim, admit that these dividends were not paid out of 
net earnings ? 

The Cuarmman. Yes, that is what this lawsuit is, in this Gross case. 
The Government is suing these people on the basis that it is income, 
normal income, rather than capital gain. They take the position that 
it is capital gain. 

Senator Busu. That is the contention of Internal Revenue? 

The Cratrman. That is right. 

Senator Busu. That was my understanding of what it was, and if 
it was a capital gain, then it was income. I mean it was income and 
therefore subject to dividend payment. 

The Cnarran. If it is capital gain, it is distribution of capital. 
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Senator Bennett. That is right. 

Senator Busu. Not necessarily. It is income of the corporation. 
The capital gain is income from the corporation. That is the position 
the Internal Revenue Service is taking, unless I misunderstand it. I 
would like to have it corrected if I am wrong. 

The Cuarrman. Internal Revenue Service is taking the position 
that it is normal income. The taxpayer is taking the position that 
it is capital gain. 

Senator Busu. In either case, it is income. 

The Cuarman. But the point is, the thing that the Senator wants 
to remember is that the owner hasn’t sold anything. He still owns 
the property. He still owes a million dollars on his mortgage. But 
he got a million dollars for something that cost him $750,000, so there- 
fore he has $250,000 cash on hand. 

Senator Busu. And he hasn’t sold his stock? 

The Cuarrman. No; he hasn’t done anything. 

Senator Busn. He hasn’t sold his property ? 

The Cuatrman, He hasn’t sold his property. He still owns it. 

And my point is that the Internal Revenue Service maintains that 
there are several hundred of them. I don’t know whether there are 
or not, but they maintain so. We do know of many cases. We do 
have one in our hands, and that one happens to be in the courts, and 
that runs—well, I won’t say, because I might be wrong, but it is many, 
my hundreds of thousands of dollars. 

at I am trying to find out is this: Did these 1,149 people come 
down and ask permission from FHA, who owned all oretenred stock 
in each corporation. It has been testified to here, FHA must receive 
from them a yearly statement, must be kept advised? If they did 
default, FHA would immediately take over the corporation and elect 
directors, and so on and so forth. 

It would seem to me that FHA, this gentleman here and Mr. 
Powell, would have required that of these corporations before they 
did that, to come down here and get their permission. 

Mr. Perce. I don’t see where we had that power under the charter. 

Senator Payne. Mr. Chairman, if what you say is correct, and if 
this law is as I read it, and if the builders have declared that that 
which they have gained is a capital gain, under the circumstances, not 
being a lawyer but having some knowledge of accounting, I would 
say that there would be a very serious question if, taking the con- 
struction of the act itself on the 90-percent clause, the builders them- 
selves are in violation of the act itself, on the capital gains. 

The Cuairman. Let me ask you this, Mr. Perce: Did you ever hear, 
as the second man in command of the section 608s, that there was this 
sort of thing happening? 

Mr. Perce. I think I did, sir, quite frequently. 

The Caarrman. You did hear it? 

Mr. Perce. Yes, sir. 

The Cuatrman. Did you do anything about it? 

Mr. Perce. No; as is well known. It was taken up by Mr. Powell, 
and I spoke to Mr. Richards and the other gentlemen. We were told 
they were borrowing more money, that they mortgaged out profits, 
yes, sir. I think it was brought to the attention of Congress, myself. 

The Cuatrman. If there is no objection from the committee, I wish 
you would have the FHA deliver to us no later than 2 o’clock today 
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the charter of the Gross Co., showing just exactly what the charter 
was and what epee required to have written into their incorpo- 
ration, by which A owns $100 worth of preferred stock. Let’s see 
whether or not in this particular case you had a right. 

(The information referred to follows :) 


CERTIFICATE OF INCORPORATION OF GLEN OAKs ViLLaAce No. 11, Inc. 
(Pursuant to Article 2 of the Stock Corporation Law) 
(Dated: February 19th, 1948) 


We, the undersigned, for the purpose of forming a corporation pursuant to 
Article 2 of the Stock Corporation Law of the State of New York, certify: 

First: The name of the proposed corporation (which is hereinafter called 
the Corporation), is: 


GLEN OAKS VILLAGE NO. 11, INO. 


SreconD: The purpose for which the corporation is formed and the business 
and objects to be carried on and promoted by it are as follows: 

(a) to create a private corporation to provide housing for rent or sale, 
and to acquire any real estate or interest or rights therein or appurtenant 
thereto and any and all personal property in connection therewith. 

(b) to improve and operate, and to sell, convey, assign, mortgage or 
lease any real estate and any personal property. 

(c) to borrow money and issue evidences of indebtedness in furtherance 
of any or all of the objects of its business; to secure the same by mortgage, 
deed of trust, pledge or other lien. 

(d) to apply for and obtain or cause to be obtained from the Federal 
Housing Commissioner a contract or contracts-of mortgage insurance pur- 
suant to. the provisions of the National Housing Act as amended, covering 
bonds, notes and other evidences of indebtedness issued by this Corporation 
and any indenture of Mortgage or Deed of Trust securing the same. So long 
as any property of this Corporation is encumbered by a mortgage or Deed 
of Trust insured by the Federal Housing Commissioner it shall engage in no 
business other than the construction and operation of a Rental Housing 
Project or Projects. 

(e) to enter into, perform and carry out contracts of any kind necessary 
to, or in connection with, or incidental to the accomplishment of any one or 
more of the purposes of the Corporation. 

Turrp: The’amount of the capital stock of the said Corporation shall be the 
sum of Nineteen Thousand One Hundred ($19,100.00) Dollars. 

FourtH: The capital stock shall consist of Two Thousand (2,000) shares, 
which are to be classified so that One Hundred (100) shares having a par value 
of One Dollar ($1.00) per share shall be designated “preferred stock” and One 
Thousand Nine Hundred (1,900) shares shall be designated “common stock” with 
a par value of Ten ($10.00) Dollars each, which shares of capital stock shall 
have the designations, preferences, privileges, and voting powers and the restric- 
tions or qualifications thereof as follows: 

(a) The holders of the preferred stock shall be entitled to receive, when 
and as declared by the Board of Directors, noncumulative dividends at the 
rate of five cents (5¢) per share per annum, before any sum or sums shall 
be set apart for or applied to the purchase or redemption of the preferred 
stock and before any dividend or other distribution shall be declared, set 
apart, paid, or made in respect of the common 

(b) The net earnings of the Corporation, after providing therefrom divi- 
dends on preferred stock and all reserves hereinafter required, may be applied 
each year in payment of dividends to common stockholders. 

(c) The preferred stock at any time outstanding may be redeemed by the 
Corporation at par and dividends declared thereon, but unpaid to the date 
of such redemption, provided, however, that such stock shall be so redeemed 
if there is surplus available for the purpose, upon, but in no event before, the 
termination of any contract of mortgage insurance covering any indebtedness 
of the Corporation without obligation upon the Commissioner to issue de- 
bentures as a result of such termination. Preferred stock so redeemed shall 
be retired and canceled. 
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(d) Anything to the contrary herein notwithstanding, no dividends shall 
be paid upon any of the capital stock of the corporation (except with the 
consent of the holders of a majority of the shares of each class of stock then 
outstanding) until all amortization payments due under the Mortgage in- 
sured by the Federal Housing Commissioner have been paid, and until a 
reserve fund for replacements is first established and maintained by the 
allocation to such reserve fund in a separate account with the mortgagee (or 
in the case of a Deed of Trust with the Beneficiary) or in a safe and re- 
sponsible depository designated by the mortgagee commencing on the date 
of the first payment toward amortization of the principal of the mortgage 
insured by the Commissioner unless a later date is approved in writing 
by the holders of the preferred stock, of an amount equal to Seven Hundred 
Ten and 59/100 ($710.59) Dollars, and a like amount monthly thereafter. 
Such fund, whether in the form of a cash deposit or invested in obligations 
of, or fully guaranteed as to principal and interest by the United States of 
America, shall at all times be under the control of the mortgagee. Dis- 
bursements from such fund, whether for the purpose of effecting replace- 
ments of structural elements, furnishings and mechanical equipment of the 
project or for any other purpose, may be made only after receiving the con- 
sent in writing of the holders of the preferred stock. 

(e) In the event of any default by the corporation, as hereinafter defined, 
and during the period of such default, the holders of the preferred stock, 
voting as a class, shall be entitled to remove all existing directors of the 
corporation, and to elect new directors in their stead: Provided, however, 
that one of said directors shall be the owner or holder of one or more shares 
of common stock. When such default or defaults shall have been cured, 
the right to elect directors shall again vest in the holders of the common 
stock. 

Firra: The Corporation shall not without prior approval of the holders of a 
majority of the shares of preferred stock, given either in writing or by vote at a 
meeting of the preferred stockholders called for that purpose (a) assign, trans- 
fer, dispose of or encumber any real or personal property, including rents, except 
as specifically permitted by the terms of the mortgage, (b) remodel, reconstruct, 
demolish or subtract from the premises constituting the project and subject to 
such mortgage, (c) permit the occupancy of any of the dwelling accommodations 
of the corporation except at or below the rents fixed by the schedule of rentals 
provided hereinafter, (d) consolidate or merge the Corporation into or with any 
other corporation; go into voluntary liquidation; carry into effect any plan of 
reorganization of the Corporation; redeem or cancel any of its shares of pre- 
ferred stock, or effect any changes whatsoever in its capital stock; alter or 
amend the certificate of incorporation or fail to establish and maintain reserves 
as set forth in this certificate of incorporation. 

SixtH: (a) The happening of any of the following events shall constitute a 
default within the meaning of that word as used in this certificate: (1) the fail- 
ure of the Corporation to have dismissed within thirty days after commencement, 
any receivership, bankruptcy or other form of liquidation instituted by or against 
the corporation ; (2) the failure of the Corporation to pay the principal, interest, 
or any other payment due on any note, bond, or other obligation executed by it, as 
called for by the terms of such instrument; (3) the failure of the Corporation to 
establish and maintain the reserve fund for replacements as provided in Article 
Fourth, Section (d) hereof or the use of such fund except as permitted in said 
section; (4) the failure of the Corporation, continuing for a period of fifteen 
days, to perform any of the covenants, conditions or provisions required by it to 
be performed by this certificate, the By-Laws of the Corporation, the Mortgage, or 
any contract to which the Corporation and the Commissioner shall be parties, or 
fail to carry out in full the terms of any agreement whereby the loan covered 
by the insured mortgage is to be advanced or the project is to be constructed and 
operated. 

(b) In the event the mortgagor is in default under the terms of this certificate 
of incorporation or has failed to perform the covenants required by it to be per- 
formed under the terms of this certificate or by any mortgage insured by the Com- 
missioner, the Commissioner may require the Corporation to furnish, at the ex- 
pense of the Corporation, a complete audit of its books of account duly certified 
by a certified public accountant. ‘ 

(c) Upon any default by the Corporation, the president or the secretary, or 
either of them, as may be required by law, shall, at the request in writing of the 
holders of record of a majority of shares of the preferred stock, addressed to him 
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at the office of the Corporation, hereinafter designated, and stating the purpose 
of the meeting. forthwith call a special meeting upon notice not less than 10 or 
more than 40 days, of the preferred stockholders for the purpose of the removal 
of existing directors and the election of new directors. If such officers shall fail 
to issue a call for such meeting within three days after the receipt of such re- 
quest, then the holders of a majority of the shares of the preferred stock may do so 
by giving notice as provided by law, or, if not so provided, then by giving ten 
days’ notice of the time, place and object of the meeting by advertisement inserted 
in any newspaper published in the county or city in which the principal office of 
the Corporation is situated. When such default shall have been cured, the pres- 
ident or the secretary, or either of them, as may be required by law, shall, at 
the written request of the holders of a majority of the outstanding shares of 
the capital stock of the Corporation, call, in the manner provided by law, a spe- 
cial meeting of the stockholders of the Corporation at which the then existing di- 
rectors may be removed and new directors elected in the usual manner provided 
in this certificate of incorporation. Such officer shall give notice as provided by 
law, or, if not so provided, he shall give ten days’ notice of the time, place and ob- 
ject of such meeting as above provided. 

SEvenTH : The following provisions are hereby adopted for the conduct of the 
affairs of the Corporation and in regulation of the powers of the Corporation, 
the directors and stockholders: 

(a) (1) Dwelling accommodations of the Corporation shall be rented at 
a maximum average rental per room per month fixed by the Board of Di- 
rectors of the Corporation and approved by the holders of the preferred 
stock. A sechedule of rentals for the reasonable rental value of each apart- 
ment based upon the average as so determined shall be filed with the holders 
of the preferred stock, prior to leasing or offering for lease any of the 
dwelling accommodations of the project, and when approved by them, shall 
thereafter be maintained, except as provided in Article Fifth hereof. Store 
accommodations shall be rented at a rental to be fixed by the directors with 
the prior or written approval of the holders of the preferred stock. (2) 
The corporation shall have the right to charge to and receive from any 
tenant such amounts as from time to time may be mutually agreed upon 
between tenant and the Corporation with the written approval of the holders 
of a majority of the shares of preferred stock, for any facilities and/or 
services which may be furnished by the Corporation to such tenant upon 
his request, over and above the facilities and services to which such tenant 
may be entitled by virtue of his lease, including, among other things, tele- 
phone operator and switchboard services, electric current, gas, air cooling 
and conditiening and other additional or extraordinary facilities or services 
which may be furnished by the Corporation in connection with the operation 
of such housing facilities. (3) Dwelling accommodations of the corpora- 
tion shall not be rented for a period in excess of three (3) years nor shall 
the property be rented as an entirety without prior written approval of the 
preferred stockholders. 

(b) The Corporation shall maintain its accommodations and the grounds 
and equipment appurtenant thereto in good and substantial repair and con- 
dition: Provided, that in the event all or any of the buildings covered by 
the mortgage shall be destroyed or damaged by fire or other casualty, the 
money deriving from any insurance on the property shall be applied in 
accordance with the terms of the insured mortgage on the premises. 

(d) The Corporation, its property, equipment, buildings, plans, offices, 
apparatus, devices, books, contracts, records, documents and other papers 
relating thereto shall be subject to examination and inspection at any reason- 
able time by the Commissioner or his duly authorized agents, the Corpora- 
tion shall keep full and complete records of all corporate meetings of direc- 
tors and stockholders, and shall also keep copies of all written contracts 
or other instruments which affect it or any of its property, all or any of 
which may be subject to inspection and examination by the Commissioner 
or his dutly authorized agents. 

(d) The books and accounts of the corporation shall be kept in accordance 
with the uniform system of accounting prescribed by the holders of the 
preferred stock. 

(e) The Corporation shall furnish the Commissioner within sixty days 
following the end of each fiscal year a complete annual financial report. 

(f) At the request of the Commissioner, or of the holder of a majority 
of shares of the preferred stock, his or their agents, employees or attorneys, 
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the Corporation shall give specific answers to questions upon which infor- 
mation is desired from time to time relative to the income, assets, liabilities, 
contracts, operation and condition of the property and the status of the in- 
sured mortgage and any other information with respect to the Corporation 
or its property which may be requested. 

E1eHTH : The location of the principal office shall be in the Borough of Queens, 
County of Queens, City and State of New York, but it may maintain other busi- 
ness offices in other cities and towns in the State of New York and in other 
places outside the State of New York, and the address to which the Secretary of 
State shall mail a copy of process in any action or preceeding against the Cor- 
poration which may be served upon him, pursuant to law, is ¢e/o Abraham A, 
Jacobson, 1638-18 Jamaica Avenue, Jamaica, Queens County, New York City, New 
York. 

NintH : The duration of this corporation is to be perpetual. 

TentH: The number of directors shall not be less than three (3) nor more 
than nine (9), who shall act as such until their successors are duly chosen and 
qualified. 

ELEVENTH : The names and post office addresses of the directors until the first 
annual meeting of the stockholders are as follows: 


Names Post Office Addresses 
Abraham A. Jacobson__._._-__~_-_. 163-18 Jamaica Avenue, Jamaica, Borough and 
County of Queens, City and State of New York 
John F. X. Hassett___...-__-_ .1422 Shakespeare Avenue, Borough and County 
of Bronx, City and State of New York 
Evelyn Jacobson_____________-..184—O08 Midland Parkway, Jamaica, Borough and 


County of Queens, City and State of New York 


TwetrTH: The names and post office addresses of the subscribers to this cer- 
tificate and the number of shares of stock which each agrees to take in the 
corporation are as follows: 


Number 


Names Post office addresses of shares 


Abraham A. Jacobson 

| City and State of New York. 
John F. X. Hassett. - | 1422 Shakespeare Avenue, Borough and County of Bronx, City 
| and State of New York. 
| 184-08 Midland Parkway, Jamaica, Borough and County of | One. 
Queens, City and State of New Y ork. 
| 


1 
| 
} 
163-18 Jamaica Avenue, Jamaica, Borough and County of Queens, | One. 
One. 
| 


Evelyn Jacobson 


THIRTEENTH: The Secretary of State of the State of New York is hereby 
designated as the agent of the Corporation upon whom process in any action 
or proceeding against it may be served. 

FourRTEENTH : All of the subscribers of this certificate are of full age and all 
of them are citizens of the United States and all of them are residents of the 
State of New York, and all of the persons named as directors are citizens of 
the United States and are residents of the State of New York. 

In WITNESS WHEREOF, we have made, signed, and subscribed this certificate 
in triplicate this 19th day of February 1948. 

ABRAHAM A, JACOBSON (TL. 8.) 
Joun F. X. Hassert (1. 8s.) 
EVELYN JACOBSON (1. 8.) 


STATE oF New YORK, 
County of Queens, 88: 
On this 19th day of February 1948, before me personally appeared ArRAnHAM 
JAcosson, JoHN F. X. Hassetr and Evetyn Jaconson, to me known and 
known to me to be the individuals described in, and who executed, the forgoing 
certificate, and they acknowledged to me that they executed the same. 


Louts H, Rora, 
Notary Public, Queens County, Queens Co. Clks No. 2160, Reg. No. 57—R-8. 
Commission expires March 30, 1948. 
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No. C 56299 
STaTe of NEw York, 
County of Queens, 88: 

I, Pav Laivortr, Clerk of the County of Queens and Clerk of the Supreme 
Court and County Court in and for said County, the same being courts of record 
having a seal, DO HEREBY CERTIFY that I have compared the annexed 
with the original Certification of Incorporation, Glen Oaks Village No. 11, 
Inc., in my office Mar. 13, 1948 and that the same is a true transcript thereof, 
and of the whole of such original. 

In Testimony Whereof, I have hereunto set my hand and affixed the seal of 
said County and Court this ____ day of April 6, 1949. 

Pavut Lavort, Clerk. 


Strate or New York, 
Department of State, ss: 


I Certify that I have compared the preceding copy with the original Certificate 
of Incorporation of GLEN Oaks VILLAGE, No. 11, INc., filed in this department 
on the 5th day of March 1948, and that such copy is a correct transcript there- 
from and of the whole of such original. 

Witness my hand and the official seal of the Department of State at the City 
of Albany, this 5th day of March, one thousand nine hundred and forty-eight. 


[SEAL] JAmMEs BE. Nasu, 
Deputy Secretary of State. 


CERTIFICATE AMENDING, LIMITING, AND OTHERWISE CHANGING CERTAIN POWERS 
AND PROVISIONS IN THE CERTIFICATE OF INCORPORATION OF GLEN OAKS VILLAGE 
No. 11, INc. 


Pursuant to section 35 of the stock corporation law 


We, the undersigned, being respectively the Vice President and the Assistant 
Secretary of GLEN Oaks VILLAGE No. 11, Inc., hereby certify : 

(1) The name of the corporation is GLEN Oaxs VILLAGE No. 11, Inc. 

(2) The certificate of incorporation of said corporation was filed in the De- 
partment of State of the State of New York on March 5, 1948. 

(3) The powers and provisions contained in said certificate of incorporation 
are amended, limited, and changed to read as follows: 

A. By changing Article Second, Section (d), which now reads as follows: 

“(d) to apply for and obtain or cause to be obtained from the Federal 
Housing Commissioner a contract or contracts of mortgage insurance pur- 
suant to the provisions of the National Housing Act, as amended, covering 
bonds, notes, and other evidences of indebtedness issued by this Corpo- 
ration and any indenture of Mortgage or Deed of Trust securing the same. 
So long as any property of this Corporation is encumbered by a mortgage 
or Deed of Trust insured by the Federal Housing Commissioner it shall 
engage in no business other than the construction and operation of a Rental 
Housing Project or Projects.” 

by inserting in the second line thereof, as set forth in the original certificate of 
incorporation, on file, immediately following the word “Commissioner” the 
words “(hereinafter called the Commissioner)” so that said Section (d) of 
Article Second shall read as follows: 

“(d) to apply for and obtain or cause to be obtained from the Federal 
Housing Commissioner (hereinafter called the Commissioner) a contract or 
contracts of mortgage insurance pursuant to the provisions of the National 
Housing Act as amended, covering bonds, notes, and other evidences of 
indebtedness issued by this corporation and any indenture of Mortgage or 
Deed of Trust securing the same. So long as any property of this corpora- 
tion is encumbered by a mortgage or Deed of Trust insured by the Federal 
Housing Commissioner it shall engage in no business other than the con- 
struction and operation of a Rental Housing Project or Projects.” 

B. By changing the first sentence of Article Fourth, Section (d), which now 
reads as follows: 

“(d) Anything to the contrary herein notwithstanding, no dividends shall 
be paid upon any of the capital stock of the corporation (except with the 
consent of the holders of a majority of the shares of each class of stock 
then outstanding) until all amortization payments due under the Mortgage 
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insured by the Federal Housing Commissioner have been paid, and until a 
reserve fund for replacements is first established and maintained by the 
allocation to such reserve fund in a separate account with the mortgagee 
(or in the case of a Deed of Trust with the Beneficiary) or in a safe and 
responsible depository designated by the mortgagee commencing on the date 
of the first payment towards amortization of the principal of the mortgage 
insured by the Commissioner unless a later date is approved in writing by 
the holders of the preferred stock, of an amount equal to Seven Hundred Ten 
and 59/100 ($710.59) Dollars, and a like amount monthly thereafter.” 
by deleting the words and numerals “Seven Hundred Ten and 59/100 ($710.59) 
Dollars” from the fourteenth and fifteenth lines thereof, as set forth in the 
original certificate of incorporction on file, and by substituting in place thereof 
the words and numerals “Six Hundred Bighty-two and 92/100 ($682.92) Dollars” 
so that said first sentence of Article Fourth, Section (d) shall read as follows: 
“(d) Anything to the contrary herein notwithstanding, no dividends shall 
be paid upon any of the capital stock of the corporation (except with the 
consent of the holders of a majority of the shares of each class of stock then 
outstanding) until all amortization payments due under the Mortgage insured 
by the Federal Housing Commissioner have been paid, and until a reserve 
fund for replacements is first established and maintained by the allocation 
to such reserve fund in a separate account with the mortgagee (or in the case 
of a Deed of Trust with the Beneficiary) or in a safe and responsible deposi- 
tory designated by the mortgagee commencing on the date of the first pay- 
ment towards amortization of the principal of the mortgage insured by the 
Commissioner unless a later date is approved in writing by the holders of the 
preferred stock, of an amount equal to Six Hundred Bighty-two and 92/100 
($682.92) Dollars, and a like amount monthly thereafter.” 
©. By adding a new section to Article Fourth, immediately following Section 
(e) thereof, which new section shall read as follows: 

“(f) Except as otherwise provided by law or as set forth elsewhere in 
this certificate of incorporation, all voting rights of the stockholders shall be 
vested exclusively in the holders of the common stock.” 

D. By amending Article Fifth which now reads as follows: 

“Fifth: The Corporation shall not without prior approval of the hold- 
ers of a majority of the shares of preferred stock, given either in writing or 
by vote at a meeting of the preferred stockholders called for that purpose (a) 
assign, transfer, dispose of or encumber any real or personal property, in- 
cluding rents, except as specifically permitted by the terms of the mort- 
gage, (b) remodel, reconstruct, demolish or subtract from the premises 
constituting the project and subject to such mortgage, (c) permit the occu- 
pancy of any of the dwelling accommodations of the corporation except at 
or below the rents fixed by the schedule of rentals provided hereinafter, (d) 
consolidate or merge the Corporation into or with any other corporation ; 
go into voluntary liquidation; carry into effect any plan of reorganization 
of the Corporation ; redeem or cancel any of its shares of preferred stock, or 
effect any changes whatsoever in its capital stock; alter or amend the certifi- 
cate of incorporation or fail to establish and maintain reserves as set forth in 
this certificate of incorporation.” 

by changing the period at the end thereof to a comma and by adding at the end 
thereof the following language: 

“(e) require as a condition to the occupancy or leasing of any unit in 
the project the purchase of any corporation stock either from the corporation 
or any stockholder or the payments of any consideration other than the 
reasonable rental provided for in the schedule of rentals to be filed with 
and approved by the holders of the preferred stock as provided hereinafter, 
(f) require as a condition to the occupancy or leasing of any unit in the 
project the payment to or deposit with the corporation, or any person or 
persons, of any amount other than the payment of the first month’s rent 
plus a security deposit in an amount not in excess of one month’s rent to 
guarantee the performance of the covenants of the lease.” 

B. By changing the first sentence of Article Sixth, Section (c), which now 
reads as follows: 

“(c) Upon any default by the Corporation, the president or the secretary, 
or either of them, as may be required by law, shall, at the request in writing 
of the holders of record of a majority of shares of the preferred stock, 
addressed to him at the office of the Corporation, hereinafter designated, 
and stating the purpose of the meeting, forthwith call a special meeting 
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upon notice not less than 10 or more than 40 days, of the preferred stock- 
holders for the purpose of the removal of existing directors and the election 
of new directors.” 
by deleting the words “a majority of” from the third line thereof, as set forth 
in the original certificate of incorporation on file, and substituting in place thereof 
the words “all of the” so that said first sentence of Article Sixth, Section (c) 
shall read as follows: 

“(c) Upon any default by the Corporation, the president or the secretary, 
or either of them, as may be required by law, shall, at the request in writing 
of the holders of record of all of the shares of the preferred stock, addressed 
to him at the office of the Corporation, hereinafter designated, and stating 
the purpose of the meeting, forthwith call a special meeting upon notice not 
less than 10 or more than 40 days, of the preferred stockholders for the 
purpose of the removal of existing directors and the election of new 
directors.” 

IN WITNESS WHEREOF, we have made, subscribed and acknowledged this certifi- 
cate this 83d day of March 1949. 


ALFRED GROSS, 
Vice President of Glen Oaks Village No. 11, Inc. 
EvuGENr Epwarpb FINK, 
Assistant Secretary of Glen Oaks Villake No. 11, Inc. 


STATE or NEw YorK, 
County of Queens, 8s: 


On the 3rd day of March 1949 before me personally come ALFRED Gross and 
Evcenre Epwarp Fink, to me known to be the persons described in and who 
executed the foregoing certificate, and they thereupon severally duly acknowl- 
edged to me that they executed the same. 

Henry KAwWECcKI, 
Notary Public, State of New York, Residing in Queens County, Queens 
Co. Clk’s No. 3491, Reg. No. 264-K-0, Nassau County Clerk’s Na 
53-K-50. 


Term expires March 30, 1950. 


State or New York, 
County of Queens, 88s: 


ALFrep Gross and EHucENE Epwarp FINK, being severally duly sworn, depose 
and say and each for himself deposes and says that said ALFRED Gross is vice 
president of Gran OAKs VILLAGE No. 11, INc., and that said Eugene Epwarp 
Fink is Assistant Secretary of said corporation; that they have been authorized 
to execute and file the foregoing certificate by the votes, passed in person or by 
proxy, of the holders of record of two-thirds of the outstanding shares of the 
corporation entitled to vote thereon at the stockholders’ meeting at which said 
votes were cast with relation to the proceedings provided for in the foregoing 
certificate; that such votes were cast at a stockholders’ meeting held upon 
written waiver, pursuant to Section 31 of the General Corporation Law, of the 
notice required by Section 45 of the Stock Corporation Law by every stockholder 
entitled to said notice or entitled to participate in the action taken; and that 
such meeting was held on March 3rd, 1949. 

ALFRED Gross. 
EuGene Epwarp FINK. 
Severally subscribed and sworn to before me this 3rd day of March 1949. 
Henry KAWECKI, 
Notary Public, State of New York, Residing in Queens County, Queens 
Co. — No. 3491, Reg. No. 264—K-0, Nassau County Olerk’s No. 
58-K-50. 


Term expires March 30, 1950. 


No. C 56301. 
Strate or New York, 
County of Queens, ss; 
I, Pavt Livort, Clerk of the County of Queens and Clerk of the Supreme Court 


and County Court in and for said County, the same being courts of record 
having a seal, Do Heresy Crertiry that I have compared the annexed with the 
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original Certificate of Amendment C. of L. filed in my office March 31, 1949, 
and that the same is a true transcript thereof, and of the whole of such original. 
In Testimony Whereof, I have hereunto set my hand and affixed the seal of 
said County and Court this 6th day of April 1949. 
Paut Laivort, Clerk. 


STATE or NEw YorK, 
Department of State, ss: 

I Certify that I have compared the preceding copy with the original Certificate 
of Amendment of Certificate of Incorporation of GLEN OAKs VILLAGE No. 11, INc., 
filed in this department on the 22nd day of March 1949 and that such copy is a 
correct transcript therefrom and of the whole of such original. 

Witness my hand and the official seal of the Department of State at the City 
of Albany, this 22nd day of March one thousand nine hundred and forty-nine. 

[SEAL] RutxH M. MINER, 

Deputy Secretary of State. 

Senator Doveras. Mr. Chairman, may I make a_ procedural 
comment ? 

The Caarman. Yes. 

Senator Dovexas. In order that the press and the public may not 
misunderstand what the chairman is doing, it is my understanding 
that the facts which he is reciting in the Gross case are already matters 
of public record in the court, and that he is therefore in no sense pro- 
ducing material to which the Gross people do not have the right to 
reply. I think that should be understood by the press. 

he Cuarrman. I would be very happy to have them. I would love 
to have them come down tomorrow and testify. 

Senator Dovetas. I understand, but you are simply bringing in 
court records, and you are not introducing matters afresh. 

The Cuarrman. Yes. What we are trying to find out here is how 
several hundred of these projects, with as close supervision as you 
supposedly had over them, owning all the preferred stock in their 
corporations, writing their charters, entitled to get annual reports or 
weekly reports or daily reports from them under your arrangement 
with them, how it was possible for them to pay out this money. The 
difference between the cost of the project and the amount that they 
received for the mortgage, how they were able to do it without you 
knowing about it. 

That is what we are trying to find out. It has a lot of bearing upon 
how we write an amendment to the existing law, and how we write 
the proposed law that is before us, to avoid having this thing happen- 


a : 
idn’t you have all the authority that you needed to control this 
situation, if you wanted to control it? 

Mr. Perce. I am not sure we had any right to object to their paying 
it out, if they paid it out properly. Now, the question as to whether 
they should have paid it in regular dividends or capital gains, is some- 
thing that I can’t determine. It seems to me if a man borrows more 
money than he wants, he saves—— 

The Cuarrman. But you think it is right for a man to borrow more 
money than the 90 percent of the cost of the project, when the Federal 
Government is guaranteeing that excess amount. They might stand to 


44750—54—pt. 8——30 
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lose it, as a default. Asa Federal public officeholder, which you are, 
do you make that statement? 
Mr. Perce. I didn’t say that, based upon an estimate, he would have 
more money left—— 
The Cuarmman. For example, here is a part of the law: 
The Commissioner may, in his discretion, require such mortgagors to be regu- 
lated or restricted as to rents or sales, charges, capital structure, rate of return. 
vere does that mean, “rate of return”? What does that mean to 
ou 
. Mr. Perce. We figure that from the rents, not the borrowings. 
The Cuatrman. You think it has nothing to do with the rate of 
return on their stock ¢ 
Mr. Perce. The rate of return, there, I think first is the rate of 
return which is net rent. 
The Cuarrman. Let’s read it again. 
Mr. Perce. I don’t think it means they borrow more money. 
The Cuarrman. It says: 


The Commissioner may in his discretion require such mortgagors to be regu- 
lated or restricted as to rents or sales— 


we have already covered rents— 
charges, capital structure, rate of return. 


It doesn’t have anything to do with the rents, because we mentioned 
rents —-. 

Mr. Perce. I think that was the interpretation of the Commissioner. 

The Cuarrman. And “methods of operation.” 

Mr. Perce. Yes. The rate of return, I think, is interpreted by the 
Commissioner to mean the net rent. 

The Cuamman. Why were you so solicitous about everything ex- 
cept this one thing we are talking about? 

r. Perce. Frankly I didn’t know much about it at the time it 
nepeee j 
e CuamrMan. Did you know that these corporations were be- 
ing organized with little or no money ? 
r. Perce. Yes, sir. 

The Cuamman. You thought that was perfectly all right? 

Mr. Perce. As they organized under the laws of the State in which 
they were organized. 

he CuarrmaNn. You thought that was perfectly normal and right 
for a man to just limit himself to $7,500 on a $4 million project? 

Mr. Perce. I haven’t any question. It is part of the policy. 

The CHarrman. For example, in this Gross case here, they put 
$7,500 in each of their corporations. 

Mr. Perce. They put in as little as they had to. 

The Cuarrman. They what? 

Mr. Perce. They put in as little as they had to, because they didn’t 
want to pay taxes on it. 

The Patients. Why didn’t you make them eet more in? Why 
did you let them off the hook; so to speak? Why did you permit them 
to organize with such a small amount of capital, with such large 
mo d 
Mr. el I wouldn’t know that the large mortgages had anything 
to do with it. 
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Senator Busu. Mr. Chairman, may I ask a question on that point? 

The Carman. Senator Bush. 

Senator Busu. Isn’t it true you conceive the law to be designed to 
stimulate these projects ¢ 

Mr. Perce. Yes, sir. 

Senator Busu. And that your inclination would naturally be, 
under — law, the way it is drawn, to encourage the building of these 

rojects 
: r. Perce. Absolutely. That was what ran through my mind. 

Senator Busu. My observation, Mr. Chairman, is that the law 
encouraged them to do just what they did. 

Mr. Perce. I think so. 

The Cuamman. I don’t think that the Congress ever intended 
to encourage any agency of Government—— 

Senator Busu. I didn’t say the Congress. I say as the law is writ- 
ten it encourages them to do just what they did. 

The Cuareman. I don’t agree. 

Senator Payns. I disagree. 

The Cuarmman. I regret exceedingly that the Senator makes that 
statement, because I don’t think the Congress ever encouraged sloppy 
administration. 

Senator Busu. I didn’t say it encouraged sloppy administration. 

Senator Payne. Mr. Chairman, this provision of the law itself 
spells out in what I consider to be reasonably clear English that, sure, 
it encourages the building 

Senator Busu. That is my point. 

Senator Payne. A volume of new residential contruction, but with- 
out supporting unnecessary or artificial costs. And in estimating the 
current costs, the Federal Housing Commissioner, not may but shall, 
use every feasible means to assure that the estimates will approximate 
as closely as possible, not the estimated cost, but the actual cost of 
efficient building operations. 

With that provision in the law in effect it closely ties in with the 
provision of the law which says, “Yes, the Government will insure up 
to 90 percent of the cost of the project.” But it certainly, by no 
stretch of the imagination, in good common English, could ever be 
interpreted as meaning to support the costs of a project at 120 per- 
cent or better than that. 

Senator Busu. Mr. Chairman, I agree entirely with what the Sen- 
ator said. I don’t disagree with that at all. I agree with everything 
he said then and what he said previously about that point. But the 
point we are talking about is something different. I say that the law, 
the way it is written, encouraged them to do these things that they 
have done. I don’t say it was right. 

The Cuatrman, I don’t believe I see anything in the law that en- 
couraged them to do these things. 

Senator Busu. Show me something in the law that gives FHA the 
authority to say how much capital a fellow should put into a cor- 
poration to build one of these apartment houses. 

The Cuarrman. I don’t know that the capital—— 

Senator Busu. That is the question you were raising. 

The CHamrman. It says “capital structure.” I suppose we could 
have written into the law that nobody could build under section 608 un- 
less he had a million dollars worth of capital. 
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Senator Buss. Or unless he had 10 percent of the total final value 
of the mortgage. 

The Cuarrman. But I don’t think it was ever intended that we 
would let somebody in with a thousand dollars to build a million dol- 
lar project. 

Senator Busu. It wasn’t intended, but the law, the way it was 
written and administered, permitted that. 

Senator Bennett. Mr. Chairman, may I make a comment? 

The Cuarmman. I didn’t write the law. It was written back in 
1940. I wasn’t here, so I can’t tell what the intention was. But 
I don’t believe that the Senators on this committee back in 1940, or 
the Senators in the Senate back in 1940, ever intended that a man 
would invest a thousand dollars and get a mortgage of $2 million or 
$3 million or $4 million. 

I can well understand putting up a thousand dollars in a corpora- 
tion and getting a $2 mittion mortgage, providing the owners of the 
stock endorse the mortgage. You have been a banker. You cer- 
tainly wouldn’t loan anybody $4 million on a thousand dollars unless 
they endorsed it. 

Senator Busn. My dear sir, of course I wouldn’t. And neither did 
these other bankers. They were lending it on the authority of the 
United States Government. 

The Cuatrman. That is right. 

Senator Bennetr. Mr. Chairman, may I make a comment? 

The CuatrmMan. Senator Bennett. 

Senator Bennett. I have listened to this discussion about capital- 
ization of these corporations. It seems to me very clear—and it was 
testified to yesterday, I believe—that the Government would not deal 
with an individual; they required a soe And the pu 
of requiring a corporation was, first, that they might hold the preferred 
stock and thus have a privilege of control. 

Secondly, that they might, through the charter. cifically spell 
out the power of the Commissioner to interfere with the operation of 
the corporation. 

If that was the purpose of requiring incorporation, it could have 
been achieved just as well with a corporation set up to meet the min- 
imum requirements of a State law, as it could if they required the 
larger capitalization. 

The purpose of the corporation device, as I see it, was, first, to make 
sure that the preferred stock was available to the Commissioner and, 
second, to make sure that every borrower was bound by the limits of 
the charter on which these corporations were set up. at being the 
case, we are faced with the realization that, having built these safe- 
guards into the charter and having set up the device of preferred stock, 
the Commission then proceeded to ignore the powers that it acquired, 
because it insisted on dealing with corporations under specific 
circumstances. 

So I am not concerned with the size of the corporation as I am with 
the fact that they use the corporate device to set up certain powers, 
and then they neglected to use the powers they had thus created. 

The Cuareman. I could well understand why a project cost a million 
and they got a million and a half dollars for the mortgage, but I don’t 
know why they didn’t then simply say, “We will reduce the mortgage 
by $500,000.” 


eS 
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Mr. Perce. I don’t know. 

The Cuamman. Why did you permit them to take the money out? 
Why didn’t you reduce the money ? 

Mr. Perce. I don’t think we had any power. 

Senator Bennert. The power was built into the corporate device. 
It is right there, spelled out very clearly. 

The Cuarrman. You wrote their corporation charters. 

Mr. Perce. Yes. 

The Cuarrman. I think you wrote it strong enough to have pro- 
tected yourself, even the way you wrote it. But if not, why didn’t 
you write it so they couldn’t do what they did? 

Mr. Perce. I don’t see how we have any power to prevent them from 
borrowing money. 

The Cuarmman. The man has the right to go and borrow $100 mil- 
lion on a property if he wants to. That is his privilege, and if some- 
body is willing to loan it to him, fine, he can do whatever he wants to. 
But in this instance the Government was guaranteeing the mortgage. 

Mr. Perce. Yes. sir. 

The CuarrMan. Therefore, you were possibly defrauding the Fed- 
eral Government, if at a later date that mortgage became in default 
and the taxpayers had to make it good. 

Senator Doveias. Mr. Chairman, may I raise a question on that 
very point: How many section 608 projects have gone into default, 
Mr. Perce? 

Mr. Perce. I think that we own about 165 or 170. And there may 
have been others in which the mortgage has been assigned to the Com- 
missioner and the Commissioner is now the mortgagee. 

Senator Doveias. How many of those? 

Mr. Perce. I will have to check the exact figure. 

Senator Doveias. One hundred and sixty-five have gone into 
default ? 

Mr. Perce. That is what we own. 

Senator Doveias. What is the total value of the mortgages on these 
165? 

Mr. Perce. I don’t have any figures ? 

Senator Dovueias. Do you have an estimate ? 

Mr. Perce. No, I don’t have an estimate. 

Senator Doueias. You don’t have an estimate? 

Mr. Perce. They are handled by the man who handled those 
defaults. 

Senator Doveias. You are now the man in charge of this, aren’t 
you ¢ 

Mr. Perce. Yes, sir; but I haven’t received the last reports. 

Senator Dovenas. You have no idea as to how much the mortgages 
are in these 165 properties ¢ 

Mr. Perce. No, sir; I don’t. I’m sorry. 

Senator Dove.as. Will you furnish those figures? 

Mr. Perce. I can get those figures for you; yes, sir. 

Senator Dovaeias. Do you know how much the insurance fund has 
had to pay out for each of these defaults? 

Mr. Perce. I could find out, sir. 

I think the Comptroller could give you those figures. 

Senator Dovetas. Is the Comptroller here? 

Mr. Perce. Yes. 
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Senator Doveias. May I ask the Comptroller a question ? 

Will you state your name, please ? 

Mr. Tuompson. Lester H. Thompson. 

Senator Doveias. You are the Comptroller of FHA? 

Mr. Tuompson. Yes, sir. 

Senator Doveias. How many projects, according to your memory, 
have gone into default in section 608 ? 

Mr. THompson. Sir, if I can be permitted to look at my records—— 

Senator Doueias. Do you have them here? 

Mr. THompson. Yes, sir. 

The CuarrMan. Let’s see, now, what are you getting for us? 

Mr. Tompson. I would like the question restated, sir. 

The Cuarrman. What was the question ? 

Senator Bennerr. The question was: How many of these projects 
had actually gone into default? 

The Cuarrman. Are you able to answer that, Mr. Chappell? 

Mr. Txompson. I can answer. 

Mr. Perce. This is Mr. Thompson, not Mr. Cha ‘ 

The Cuatrman. Will you swear to tell the truth, the whole truth, 
and nothing but the truth, so help you God ? 


TESTIMONY OF LESTER H. THOMPSON, COMPTROLLER, FEDERAL 
HOUSING ADMINISTRATION 


Mr. Txompson. I do. 

The Cuarrman. Thank you. You be seated there and we will be 
delighted to get that information. 

The Cuarrman. The question is what? 

Senator Doveras. The question is: How many section 608 projects 
have gone into default, and how much is the total amount of the mort- 
gages on these properties that have gone into default ? 

Mr. THompson. Senator, just how many may be in default, I am not 
able to say. But I can state how many have been foreclosed and title 
acquired by the Commissioner and how many have been assigned to 
the Commissioner. 

The Cuarrman. All right, let’s ask some specific questions. 

How many have been repossessed? First, let’s get this: What is 
the total number of section 608 projects? 

Mr. THompson. The total number insured, sir ? 

The Carman. Yes. You can get that later. We will put in the 
record the exact number of section 608 projects. 

(The information referred to follows :) 

FrepERAL HovustIne ADMINISTRATION, 
Washington 25, D. C., May 3, 1954. 
Hon. Homer B. CapEHART, 


Chairman, Senate Committee on Banking and Currency, 
United States Senate, Washington 25, D. OC. 

Dear SENATOR CAPEHART: During the April 29 FHA hearings you asked for the 
total number of projects insured under section 608 of the National Housing Act. 
Your question appears at page 889 of the typed transcript. A total of 7,069 proj- 
ects were insured under section 608. These projects contain 469,598 units. The 
total of the original principal mortgage amounts was $3,448,433,228. 


Sincerely, 
Norman P, Mason, Acting Commissioner. 
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The CHarrman, Now, how many of them have been repossessed ? 
How many are in default? 

Mr. THompson. Those on which the Commissioner has acquired title, 
196 prow. 

1e CHarrMAN. On 136 you have acquired title ? 

Mr. THompson, Yes. 

The Cuairman. Which means the Federal Government now owns 
them. 

Mr. THompson. Now owns them. 

The Cuarrman. How many of them have been repossessed for other 
purposes ¢ 

Mr. THompson. Now, there has been assigned to the Commissioner 
106 mortgage notes. 

The Cuarrman, 106 have been assigned ? 

Mr. THompson. Yes, sir. And I would like to make it clear that 
these figures are as of February 28. 

The Cuarrman, 1954? 

Mr. THompson. 1954. 

The Cuarrman, What is the total volume involved in those 250 some 
projects ¢ 

Mr. THompson. Total dollars? 

The CHarrman. Yes. 

Mr. Tompson. In total dollars, the Commissioner’s investment in 
these projects, $119,340,000. 

The CuHarmman., That is $119 million—that means mortgages which 
they insured originally, which became in default, and they have reim- 
bursed the man who bought the mortgage, is that it ¢ 

Mr. THompson. That $119 million represents the amount that the 
Commissioner paid to the mortgagee at the time of settlement. 

The Cuarrman. How many more mortgages are in default that have 
not been repossessed? Say 90 days or 6 months or a year in default. 

Mr. Perce. I don’t have that right now, but I can get it, I think. 

The Caamman. Would you say that is was a sizable number or a 
small number? 

Senator Dovetas. May I ask a question of the Comptroller while he 
is looking over these figures, fic: Cipirman: This figure of $119 mil- 
lion, is that for 136 section 608 projects which have been repossessed 
by the Federal Government? 

Mr. THompson. That includes the assigned mortgages. 

Senator Doveras. That includes the 106 assigned also. So it applies 
to the total of 242? 

Mr. Tuompson. Yes,sir. It applies to the total of 273. 

Sentor Dovenas. The 273 also includes the 31 projects acquired and 
later sold ? 

Mr. THompson. Yes, sir. 

Senator Doveras. Excuse me, Mr. Chairman. 

The Cuatrman, Go right ahead. 

Senator Doveras. Would you furnish the committee with a list of 
these projects that the Government has taken over? 

Mr. THompson. Yes, sir. 

(The list referred to follows: ) 
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Senator Doveuas, I think it would be very interesting to compare 
a list of projects which have been taken over by the Government, with 
the list which has been submitted by the Commissioner of Internal 
Revenue, to see whether the Federal Government now holds some of 
these upon which large profits were made. 

The apbeeret That would be very interesting. 

Mr. THompson. Senator Douglas, you asked me for a list in default. 
You simply mean those that have been acquired or assigned to the 
Commissioner ¢ 

Senator Dovexas. Yes. 

The Caarrman. But you don’t know how many are in default at 
- moment, which have not been reassigned to the Commissioner, 

o you. 

Mr. Tuomeson. If I can have a moment to look at my papers, I 
think I have a copy here. 

The Cuamman. You go ahead and give us the number that are 
in default but have not yet been assigned back to the Commissioner. 

Senator Payne. Mr. Chairman, while the Comptroller is checking 
that, would it be possible for me to ask Mr. Greene a question? 

The Cuareman. Yes; if Mr. Greene cares to answer it. 

Senator Payne. You can answer it right there, Mr. Greene. 

Mr. Greene. Glad to do it, sir. 

Senator Payne. Mr. Greene, you were aware of this law that I 
age fo previously, Public Law 394, that went into effect December 
27, 1947! 

Mr. Greene. Yes. 

Senator Payne. Were you then Commissioner ? 

Mr. Greene. No. What is the date of that? 

Senator Payne. 1947. 

Mr. Greene. No, I was not Commissioner at that time. I was 
Deputy Commissioner. 

Senator Payne. Let me ask you this: As Deputy Commissioner, did 
you have the responsibility for delegating authority of the provisions 
of laws enacted by the Congress to specific agencies within the FHA? 

Mr. Greene. My responsibility, Senator, was to assist the Commis- 
sioner in all matters. 

Senator Payne. Do you have any recollection, Mr. Greene, as to 
who was delegated this responsibility ? 

Mr. Greene. With respect to the cost ? 

Senator Payne. Yes. 

Mr. Greene. Yes,sir. That was handled both by the Administrative 
Section and the Underwriting Division. 

Senator, may I say that what the law says about that was done 
precisely by the FHA. That calls for making every effort in esti- 
mat i costs to see that or estimates are as near to the actual cost as 
possible. 

Senator Payne. How do you ever know what the actual costs are, 
if the agency, as I understand from your previous testimony, never 
makes an audit or checks upon what the actual costs were? 

Mr. Greene. There is a little difference there, which I think I can 
explain to you, Senator. 

n making our estimates of cost, we do those by a field examination 
of what the costs actually are in the field, both for labor and materials, 
and it is on that basis. Now, our cost estimates were never based upon 
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the actual costs of a specific case, but the actual costs would have 
to be made in order to construct that job. When the instruction came 
out—I do not have the records available, but I am certain that the 
underwriting letter went out to the field, ordering them to do that 
more closely than they did before with respect to getting more actual 
cost estimates. 

Senator Payne. Mr. Chairman, if possible I would like to have the 
staff secure, if they can, the copy of the administrative orders that 
were issued by the Administrator in connection with the provisions 
of this law, the details that went into them. 

The CuarrMan. Without objection, that will be done. 

Senator Payne. Thank you, sir. (See p. 1967.) 

Mr. Tompson. In answer to your question on the default status, 
sir, on March 31, 1954, there was—— 

The CHatrmMan. Mr. Perce, let me ask you this question: When did 
the section 608 projects start paying interest and amortization on a 
loan? 

Mr. Perce. Normally, about a month after it was completed. 

The Cuatrman. Normally a month after it was completed? 

Mr. Perce. Yes, sir. Amortization is supposed to commence, ac- 
cording to a small job, not later than the 12th month. 

The Cuamman. And when do they start paying their interest ? 

Mr. Perce. They start paying their interest from the very day they 
borrow the money, on the outstanding balances paid to the mortgagee. 
If they borrow $100,000, and had it for a sind, they would pay in- 
terest fora month. Then they pay interest up to about a month after 
the job is completed, and then they start the amortization, on a level 
basis, so much a month. 

The Cuarrman. Rumors come to us that you give them 18 months. 

Mr. Perce. I think we gave them 18 months, and once in a while it 
was extended if the job wasn’t completed. 

The Cuatrman. 18 months after it was finished, 18 months after the 
commitment was issued, is that right ? 

Mr. Perce. Yes. The commitment requires that the amortization 
should start not later than the first day of the 18th month, on not over 
$200,000. 

The Cuarrman. So, it isn’t 30 days after completion—it is 18 
months after the commitment is made. If the job was completed in 
6 months, they would have a year in which they would make no 
payments ¢ 

Mr. Perce. That could be so, yes, sir. 

The Cuarrman. That was the point. 

Mr. Perce. The field office is supposed to figure about how long it is 
going to take to complete the job. Now, they make a right guess or 
give them a wrong guess. 

The CHatrmMan. Have you the answer to that question, now, Mr. 
Thompson ¢ 

Mr. Tuompson. Yes, sir. The projects in default as of March 31, 
1954, 38 of them totaling 3,649 units. 

The CHarrman. Thirty-eight projects in default ! 

Mr. Tuompson. Thirty-eight projects. : 

The CHarrman. How much in default? How many months? 
Maybe you don’t know. 

Senator Doveras. This is in addition to the 273. 
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Mr. Txomrson. That have been acquired. 

eet Doveras. That have been acquired. How many units did 
you sa 

Mr. Txomrson. 3,649 units. 

Senator Dove.as. 3.649? 

ar eee: 3,649. 

enator Dovetas. A normal figure, I suppose, is roughly around 
$10,000 a unit, isn’t it? That oe rough, aah iveeeaee 

Mr. Perce. They are not supposed to exceed $8,100. 

a Doveras. I know, but in practice, isn’t it roughly 
aroun 

Mr. Perce. That, I couldn’t say, sir. 

Senator Doveras. Assuming it is $8,100, that would be approxi- 
mately $29 million. And if it is $10,000, it would be approximately 
$36 million, in addition. 

Do you .ve a further list of “soft”projects, that look as though 
they are going vo go sour? 

Mr, THompson. This is our current data, as of March 31, 1954. 

The Cuamman. Mr. Thompson, are you just the auditor for the 
section 608 projects? 

Mr. THomreson. No, sir, I am the comptroller of the Federal Hous- 
ing Administration, in charge of the general records of the 
Administration. 

The Cuamrman. I see. You are the comptroller. I don’t suppose 
pe would like to ask Mr. Greene, if I may—is Mr. Greene still 

ere? 

Mr. Greene, T have a letter here from a blind man in Tennessee, 
who was complaining about a project. I am going to read the letter 
in a minute. But he lived in Tennessee, and a salesman came alo 
and sold him—he sends the copy of the contract—sold him $900 wort 
of—I can’t quite read what it was. It doesn’t make any difference. 
And it was financed in a Pittsburgh bank. 

Now, my question is: How widespread was this selling something 
in Tennessee and financing it in a bank 2 or 3 States away? That is 
under title I. 

Mr. Greene. Senator, I believe Mr. Frentz could tell you that. 

The Cuarrman. Are you here, Mr. Frentz? 

Mr. Frentz. Yes, sir. 

The Cuatrman. How widespread would that be, Mr. Frentz? 

Mr. Frentz. Sir, are you sure that isan FHA loan? I do not mean 
to be facetious. 

The CuHamman, Let’s read the letter. Maybe I am wrong. It is 
addressed to the Senate Banking and Currency Committee, Hon. 
Homer Capehart, chairman, dated April 16, 1954. 

I am a blind man. Our family has always worked hard to try to earn an 
honest living. I notice that your committee is starting an investigation of the 
FHA. I have a matter that I would like right much to have looked into. 

About 2 years ago, two men came to our place and said that they were doing 
some advertising work for a northern insulating company, and that they had 
been looking the community over for the past 2 or 3 days to find an ideal place 
to do some advertising, and they had decided on my house, and for that reason, 
they were willing to insulate my house for about half price. 

They also told me that the work was guaranteed for life and they would give 
me a certificate when the work was done, to that effect. I was also 
to have life insurance, that in the event of my death, there woud be nothing 
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more to pay. But I have never received anything except the original contract 
which I am enclosing for your information. 

I will thank you if you will be so kind as to return the contract when it has 
served your purpose. They claim that one of the men, the one that signed the 
contract, was a representative of the bank where they would get the FHA loan. 
They got the loan from the Colonial Trust Co., of Pittsburgh, Pa. I have been 
paying on this loan for about 2 years and still have better than $300 to pay. 

They told me that the material they used was very expensive, but I have since 
found that the same material can be bought in the open market for around $18 
per hundred square feet, and this cost me nearly $60 per hundred square feet, 
installed, and two men did the job in less than 1% days. 

This seems to me to be a clear case of misrepresentation and extortion. It 
may be that I am starting at too high an— 


I don’t know what that is— 


If that is the case I will thank you right much if you will turn the letter over 
to the proper department. 

Thank you for your interest in the welfare of the American people. 

The contract for $900 is made out to John F. Tipton and his wife. 
Now, this concerned—the dealer in this instance was in Tennessee, 
but the bank was in Pittsburgh. How widespread was that, do you 
know ¢ 

Mr. Fren'rz. First of all, I have no way of telling, myself, whether 
or not that isan FHA loan. We can check—I say “we” in the past 
tense—FHA can check their loan records and perhaps endeavor to 
identify that, as to whether it was actually an FHA loan. 

Now, assuming, sir, that it is an FHA loan, I know a little bit about 
the Colonial Trust Co.’s operation in Pittsburgh, and I question 
whether they go that far away to make a loan. 

The Cuatrman. You think this blind man would just have thought 
up the name Colonial Trust Co. in Pittsburgh in a dream ? 

Mr. Frentz. I don’t know how that would occur. 

The Cuarrman. I don’t think he could dream that up. 

Mr. Fren'rz. I agree on that, and I have no idea how that occurred. 

We, in FHA, have a policy that every lender should stay within the 
area that he can properly service and handle these loans. There is 
no rule in the FHA, up to the time that I 

The Cuarmman. What we are trying to find out is just how wide- 
spread this title I loan situation is, loans that were made three or 
four or five hundred miles away from the bank. I mean, why would 
a Pittsburgh bank be financing title I loans in Tennessee ? 

Mr. Frentrz. That, I cannot explain. 

The Crarrman. Has there been much of it, to your knowledge? 

Mr. Frentz. I would say very, very small, if there is going, say, 
from Pittsburgh to Tennessee, I would say that is the only case. Now, 
I can be wrong, because there were 2 million loans last year, and there 
could be a handful. 

The Cuareman. You are familiar with the Colonial Trust Co.? 

Mr. Frentz. Just as a general operation. 

The Cuarrman. As having handled a lot of loans? 

Mr. Frentz. I believe they have had a fair volume of loans, and I 
believe their record is very good. 

The Cuarrman. Woul the records of FHA show how widespread 
their loans are? 

Mr. Frenrz. Yes: they would. 

The Cuarrman. Your records over here? 

Mr. Frentz. Not my records. 
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The Cuarrman. I mean FHA. Would that be available for us 
at 3 o’clock this afternoon or 2 o’clock; would that be available? 

Mr. Frentz. May I ask you to direct the question—— 

The Cuamman. I will. You are not with them any more, but 
is it in such shape that it could be over here at 2 o’clock ? 

Mr. Frentz. Let me explain what it is. They make a loan and 
furnish it to the FHA in the form of a loan report. All those loan 
reports are tabulated and then filed under the name of that lending 
institution. 

The Cuamman, Let’s have the file of the Colonial Trust Co. here 
this afternoon at 2: 30. 

(The information referred to follows :) 


OFFICE MEMORANDUM—UNITED STATES GOVERNMENT 


Aprit 30, 1954. 
To: Senate Banking and Currency Committee. 
(Attention: Mr. Dixon.) 
From: David W. Cannon, Deputy Assistant Commissioner, Title I 
Federal Housing Administration. 
Subject : Colonial Trust Co., Pittsburgh, Pa. 


In the Senate hearings on operations of the Federal Housing Administration 
on April 29, Senator Capehart read into the record a letter from an individual 
in Mosheim, Tenn., who complained about an improvement job which had been 
done on his house approximately 2 years ago and financed by the above-named 
lending institution. Mr. Capehart asked for information from the Federal 
Housing Administration as to the operations of this lender. 

There is attached to this memorandum a report from Mr. Lester H. Thomp- 
son, Comptroller of the Federal Housing Administration, regarding the loans 
reported for insurance by this institution. In our Title I Division we have 
reviewed our file on this lender and find that in general the operations are 
restricted to an area of approximately 50 miles radius of Pittsburgh. It is 
also indicated from our file that the institution has its own loan plan which 
means that they make many loans of a type comparable to those insured by 
the Federal Housing Administration under title I which are carried on the 
institution’s own books without being reported to the Federal Housing Adminis- 
tration for insurance endorsement. 

A careful check of the records of the Federal Housing Administration by the 
Comptroller's office indicates that the loan which was made to the individual 
who signed the letter addressed to Senator Capehart was not submitted to 
the Federal Housing Administration for insurance recordation. It is assumed, 
therefore, that the loan is being carried on the bank’s own loan plan. Our 
records further show that the Colonial Trust Co. has a fine record as to the 
operation of its title I program by comparison with other lending institutions 
in the State of Pennsylvania and by comparison with the national picture. 


Davin W. CaNnon, 
Deputy Assistant Commissioner. 


CoLonriaL Trust Co. 


PITTSBURGH, PA. 


All loan transactions registered for insurance from March 1, 1950, to March 31, 
1954: 


wan 





SO oe 


- 


HOUSING ACT OF 1954 1783 





OClai 
Reserve Face amount | Net proceeds — aide ‘ae 
































950 regullar.. ....-..-.-.-------+--- $8, 989, 179.33 | $7,912, 969.37 | $791, 206.94 | $39, 433. 47 | 0. 80 
Less 20 percent adjustment as 

provided by regulation XII, 
sec. 








Serer tee ease eR 301, 691.74 |.0... 2.2... Shh 
Pem—menmeend 

ei ti<cdrichringerende-~caaeaaeourieoeriancneerast CRN hoo 

1950 earmark}... 2-2... 230. 01 88, 056. 78 8,805.68 | 1, 543. 74 1.75 

Peete as-is welianaaen 9, 033, 617. 21 | 7,903,093. 59 | 790. 309. 36 | 183, 698. 23 2.23 

1047 earmark) - = 2o es. oo oie 26 | "470,496.51 | 47,049.65 | 20, 873. 54 4.43 

Sere hag. JS Seecau sce 2, 273, 602.13 | 2,021, 662.73 | 202, 166.27 | 41, 988.00 2.08 

1944 earmark 1... 2... 13, 952. 41 12, 582. 18 1, 258. 22 311.07 2.47 

enplignnenotnetiineesnseps 1, 083, 999.87 | 967, 946.53 | 96, 194.65 | 22, 862. 96 2.36 

DO ncn siiis-s+-- sond--~s 22, 034, 437. 22 | 19, 376, 807. 69 | 1, 636, 089.07 | 310, 711. 01 1.90 


1 Represents notes purchased by the Colonial Trust Co., from the Keystone National Bank in Pitts- 
burgh, Pittsburgh, Pa., on May 15, 1950, 


Mr. Frentz. Check that with Mr. Thompson. Is that the best way 
of getting that information? 

Mr. Tompson. Mr. Frentz, I have my mind on another matter here. 
I was not following the conversation. 

The Caairman. What I think is important, and I think Senator 
Douglas will agree with me at the moment, is in writing title I in 
this bill to find out how widespread this sort of thing is. It just 
doesn’t sound right to me that a Pittsburgh bank would be mane 
little $900 loans for a group of salesmen that were out saying, “We 
want to use your house in Tennessee.” 

Mr. Frenrz. I agree with you. 
The Cuarrman. We saul like to know how widespread that sort 
of thing is. 

If there is no objection, we will recess until 2 o’clock; and Mr. Perce, 
I don’t suppose there are any more questions for you, so we will excuse 
you and also Mr. Thompson, but we will be back at 2 o’clock. 

Mr. Perce. Thank you. 
(Whereupon, at 12: 30 p. m., the committee recessed, to reconvene at 
2 o’clock the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2:15 p. m., Senator Homer E. Cape- 

hart (chairman) presiding. 

The Cuamman. The committee will please come to order. 

Without objection, I would like to place in the record a statement 

by Wallace J. Campbell, director of the Washington office of the 
ooperative League of the U.S. A., and a wire to the chairman from 

Mr. Campbell. 

(The information referred to follows :) 


WASHINGTON, D. C., April 22, 1954. 
Senator Homer E. CAPEHART, 

Chairman, Committee on Banking and Currency, 

United States Senate, Washington, D. C.: 

Inasmuch as Administrator Cole and other witnesses have implicated FHA 
section 213 cooperative housing in current housing investigation, we respectfully 
request opportunity to clarify role of consumer-sponsored and builder-sponsored 
projects in cooperative housing program. Also, opportunity to repeat our request 
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for enactment of Bennett-Douglas antikickback amendment to cooperative hous- 
ing and other sections of FHA program. Concerned lest loopholes section 213 
be used as excuse to destroy genuine cooperative housing program. 


Watrace J. CAMpBErL, 
Cooperative League of U. 8. A 


STATEMENT OF WALLACE J, CAMPBELL, DIRECTOR, WASHINGTON OFFICE, COOPERATIVE 
LeaGueE or U. 8. A 


My name is Wallace J. Campbell. I am director of the Washington office of 
the Cooperative League of U. 8. A. The league, a federation of consumer, pur- 
oro and service cooperatives, has in direct membership nearly 2 million 
‘amilies. 

The consumer cooperatives in all fields, and particularly in the field of housing, 
are devoted to protecting the interest of the consumers. Our organizations are 
set up specifically to prevent the kind of abuses of governmental financing arrange- 
ment which have precipitated this investigation of the housing field. 

The whole purpose of cooperative development is to bring down the costs to 
the consumer, with always a reasonable return to the producer, but with the 
elimination of any exorbitant profits or financial manipulation. There is no 
possible interest on the part of & consumer group which is financing its own homes 
to boost the cost ef construction or to assume a larger mortgage debt than they 
need, for they, as consumers, must pay the ultimate cost of their own housing. 

The weaknesses of the builder-sponsored cooperative housing program lic 
primarily in the fact that the consumers are brought into the project after all 
of the financial arrangements have been completed. They do not have adequate 
information or adequate technical assistance to be able to take over responsibility 
for the project at a point early enough to prevent any abuses of the program. 
The role of the consumer in the builder-sponsored co-op is merely to buy into the 
project after the builder completes financing and has all of the plans and arrange- 
ments made for construction. 

In a consumer-sponsored project the consumers who are to live in the project 
or the sponsoring organization—such as a veterans’ post, teachers or professional 
organization, trade union, civic organization, or cooperative—take responsibility 
for seeing that the project is built with the best possible arrangements for the 
ultimate consumer. 

Testimony presented by Administrator Albert M. Cole and other witnesses 
before the Senate Banking and Currency Committee have linked the cooperative 
housing program with the discredited section 608 rental-housing program. The 
cooperative league fears that unless the issues are clarified the indiscriminate 
linkings of the program might lead to actions which would destroy a very bene- 
ficial section of the housing program devoted to helping people to build their own 
homes cooperatively. 

The implications in the statements of these witnesses would indicate that no 
lessons have been learned from the section 608 seandals. As a matter of fact, 
the Federal Housing Administration, in the operation of its section 213 coopera- 
tive housing program, uses the following procedures in preventing “mortgaging 
out” on section 213 projects. 

As a matter of administrative policy and practice, the FHA in all section 213 
cases requires that there be presented to the Director prior to the closing of the 
loan the following: 

1. Signed statement showing the total cost of land from purchase contract or 
option. 

2. Certified copy of contract for architectural services. 

3. Certified copy of contract for off-site improvements. 

4. Certified copy of contract for on-site improvements. 

5. Signed statement of the total amount of legal and organization expenses 
(not to exceed FHA’s estimate thereof on the project analysis). 

6. Signed statement of the total amount of carrying charges and financing (not 
to exceed FHA’s estimate thereof on the project analysis). 

If the total of the foregoing items, which constitutes the total actual cost of 
the project, is less than the amount of mortgage covered by the commitment, 
the mortgage is reduced to the lesser amount and the monthly payment provi- 
sions and other instruments are adjusted to accord therewith. 

The above documents are carefully checked by the FHA closing officials prior 
to the endorsement of the note for insurance. 
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In checking with officials of FHA we have been assured that although there 
have been substantial profits in builder-sponsored cooperative housing projects, 
there has been no widespread profiteering comparable to that which character- 
ized the section 608 program. We urge that the committee bring before it some- 
one from the FHA Washington staff familiar with the technical details of the 
section 213 program to explain in detail procedures and results of the program 
to date. 

In our testimony before your committee March 25 we recommended that the 
amendment to the Defense Housing and Community Facilities and Service Act 
of 1951 introduced by Senators Bennett and Douglas be applied to section 213 
and to any other sections of the FHA program where there might be danger of 
the development of a “gravy train.” The Bennett-Donglas amendment provided 
that the mortgagor agree to certify upon completion of the physical improve- 
ments on the mortgaged property that the actual cost of the physical improve- 
mens equaled or exceeded the proceeds of the mortgage loan’ In other words, 
the builder would not be paid for the project in a mortgage more than it actually 
cost for the physical properties. 

Such an amendment would prevent any possible exploitation of the estimated 
replacement cost procedure which is currently used in the cooperative housing 
section of FHA. 

The greatest criticism of the section 213 program has been leveled at builder- 
sponsored cooperative projects, primarily in the New York City area. We are 
confident that most of the criticisms which have been raised could be met if there 
were adequate administration of the program, both locally and in Washington. 
The Washington staff of the cooperative housing section has been cut to the 
poin where there is no possibility of field work or actual technical assistance to 
consumer-sponsored cooperative projects, let alone adequate policing as a pro- 
tection against exploitation. Representatives of the New York section 213 coop- 
eratives have asked Administrator Cole for an investigation of the FHA section 
213 program, and have been promised by Deputy Administrator William F. 
McKenna that such an investigation will be made. 

The Cooperative League is primarily interested in consumer-sponsored proj- 
ects, although we believe it is the right of a builder, under the law, to sponsor 
and develop cooperative projects. We fear that misuse of the financing arrange- 
ments available under section 218 by builder-sponsors might lead the Congress 
to destroy the program in order to eliminate these abuses. 

As this committee will remember, the section 213 cooperative program was a 
compromise developed following the defeat in the Senate, by a very narrow 
margin, of the middle income housing bill. The intent of the Congress was to 
encourage groups of consumers to undertake their own cooperative housing 
projects The development of the builder-sponsored projects was an unexpected 
development. It has, however, brought substantial reductions in housing costs 
because of the 40-year amortization, 4.25 percent interest rates which were 
available. 

Since the introduction of the program the total dollar volume of mortgages 
insured has been $255 million, providing housing for 26,930 family units. Most 
of these have been in builder-sponsored projects. The consumer-sponsored proj- 
ects, however, have included those initiated by teachers organizations, veterans 
posts, trade unions, religious, civie, and cooperative organizations. The program 
has breught lower downpayments, lower monthly payments, and larger room 
sizes and more bedrooms per unit than other sections of the FHA multiple-family 
program. We feel it would be a mistake to destroy this program in the process 
of correcting abuses which we feel can be eliminated by more adequate adminis- 
tration or by the enactment of the Bennett-Douglas amendment. 

We have made suggestions for other perfecting amendments in the housing 
bill before you in our testimony of March 25, and would welcome an opportunity 
to work with the committee when it undertakes specific consideration of such 
proposals. 

The Cuarrman. You will recall we asked FHA to deliver to us the 
file on the Colonial Trust Co., in Pittsburgh, before 2 o’clock today, 
to-see how wide this financing of title I projects was over the United 
States. : 

They inform us that it is too big a task to get here by this after- 
noon, but the records over there show that Colonial Trust Co. has 
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financed, under title I insurance in Pennsylvania, New York, Ohio, 
West Virginia, Virginia, Maryland, Kentucky, Tennessee, Florida, 
and Michigan, several thousand cases in all. 

Senator Maysanx. The Colonial Trust Co. has operated in South 
Carolina. I have a letter which shows an outrageous way in which 
a man in Enoree, S. C., was treated. 

The Cuarmman. Records show, according to FHA, that they have 
financed in Pennsylvania, New York, Ohio, West Virginia, Virginia, 
as Kentucky, Tennessee, Florida, and Michigan. That is 
the first glance. There may be others. They tell us there are several 
thousand loans. ter have a record of several thousand loans, and at 
first glance, it looks like they were in the States that I named. There 
may be others. They say it is just impossible to get the record 
together and have it be of any value this afternoon. 

ow, Senator Maybank, you wish to make a part of the record—— 

Senator Maypank. Well, it is not necessary. I only wanted to call 
the Ngan of the committee to the manner in which this man was 
treated. 

The Cuarman. This is a letter addressed to Senator Maybank: 


As I have been reading in the paper about the home swindlers, I have gotten 
myself mixed up in a case of this kind. I would like to know if they can make 
me pay what they have me charged with. 


It says— 


The American Veneering Co., from Greenville, sent a man around down here. 
I do not have a contract or anything. All I have is a coupon book they sent me 
from a Colonial Trust Co. of Pittsburgh, Pa. They had me charged about three 
times the original cost. 


That was the same company involved in the letter I read this morn- 


r 


ing from the blind man in Tennessee. Here is a letter addressed to 
the chairman from the United Gas, Coke and Chemical Workers of 
America, and from the American Federation of Labor, Atomic Trades 
and Labor Council. Without objection, both letters will be made a 
part of the record. 

(The letters referred to follow :) 


UNITED GAs, COKE AND CHEMICAL WORKERS OF AMERICA, 
Loca No. 288, 
Oak Ridge, Tenn., April 24, 1954. 
Hon. HOMER CAPEHART, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington 25, D. C. 


Dear SENATOR CAPEHART: In connection with your current investigation of 
windfall profits which has been prearranged by the Housing Agency in co- 
operation and collusion with builders and developers, we urge your committee 
to investigate the effect of such windfall profits here in monopoly controlled 
Oak Ridge upon the costs of operating the atomic energy program by the United 
States Government. 

FHA, both section 9 and section 8, have been operating in a closed prearranged 
market here in Oak Ridge, a condition which will lead to maximum abuse of the 
intent and purposes of the insurance program enacted by the Federal Congress. 

Can your investigators make early check so that evidence will be available be- 
fore the Joint Committee on Atomic Energy acts on the pending bill for disposal 
of this community, H. R. 8861, 

Respectfully yours, 


Emerson M. Pownatt, President. 
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AMERICAN FEDERATION OF LABOR’S 
ATOMIC TRADES AND LABor COUNCIL, 
Oak Ridge, Tenn., April 24, 1954. 
Hon. Homer CAPEHART, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington 25, D. C. 

Dear Senator CAPeEHART: In connection with your current investigation of 
windfall profits which has been prearranged by the Housing Agency in co- 
operation and collusion with builders and developers, we urge your committee to 
investigate the effect of such windfall profits here in monopoly controlled Oak 
Ridge upon the costs of operating the atomic energy program by the United 
States Government. 

FHA, both section 9 and section 8, have been operating in a closed prearranged 
market here in Oak Ridge, a condition which will lead to maximum abuse of the 
intent and purposes of the insurance program enacted by the Federal Congress. 

Can your investigators make early check so that evidence will be available 
before the Joint Committee on Atomic Bnergy acts on the pending bill for dis- 
posal of this community, H. R. 8861. 

Respectfully yours, 
Jesse L. Hamon, 
President. 


The CuamMan. We will ask the Atomic Energy Commission to 
give us an answer on these letters. 
(The following was received in response to the above :) 


UNrrep SraTres ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., May 7, 1954. 
Mr. Ira Dixon, 
Chief Clerk, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. Drxon: This is in response to your letter to Mr. Towne of our 
staff dated May 4, 1954, which requested comment on identical letters dated 
April 24, 1954, from Mr. J. L. Hamon, president, American Federation of 
Labor’s Atomic Trades and Labor Council, and Mr. Emerson M. Pownall, 
president, CIO, United Gas, Coke and Chemical Workers of America, local 
No. 288, Oak Ridge, Tenn., urging investigation of the effect of profits derived 
by sponsors of title VIII and title IX housing projects in Oak Ridge on the 
costs of operating the atomic energy program. 

The Atomic Energy Commission is not in a position to determine how much 
profit the sponsors of these Oak Ridge projects have made or may make. It 
understands that mortgages insured by the Federal Housing Administration 
under title VIII cannot exceed 90 percent of the Federal Housing Administra- 
tion’s estimate of the replacement cost of the completed project, and that the 
sponsor is required to certify to the Federal Housing Administration his actual 
construction cost. As to FHA mortgage insurance under section 903 of title 
IX, the Atomic Energy Commission understands that the principal amount of 
the mortgage cannot exceed 90 percent of the FHA appraised value (rather 
than estimated or actual construction cost) of the completed project. 

The title VIII sponsor was selected by the Atomic Energy Commission from 
a number of developers who submitted competitive proposals, the award being 
made to the developer submitting the lowest estimated current replacement 
cost of 500 housing units conforming to the requirements of plans and speci- 
fications furnished to the bidders by the AEC. This sponsor received a com- 
mitment from Federal Housing Administration subsequent to the date on which 
certification of the sponsor’s actual costs became a requirement under title VIII. 
Therefore, the amount of the sponsor’s mortgage will be reduced if such certi- 
fication reveals that the actual cost is less than the estimated replacement 
cost. The three title IX sponsors were selected by the Federal Housing 
Administration, and commitments under section 903 were issued by it. 

The construction and operation of these projects affect the costs of Atomic 
Energy Commission operations in the following ways: 

Because 500 title VIII units and 550 title IX units were built by private in- 
vestors in and near Oak Ridge, the Atomic Energy Commission was saved the 
necessity of using appropriated funds for this purpose. In lieu of having to 
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spend an amount approximating $11,475,000 for constructing this housing, the 
Atomic Energy Commission’s expenditures will be limited to the cost of prep- 
aration of the sites leased to the sponsors, which costs are estimated at somewhat 
less than $1 million. 

The Atomic Energy Commission leased sites to the title VIIT ~ ome and to 
the three title IX sponsors. The leases call for payment of ground rents, which 
were established by appraisal, and also for tax equivalent payments to be made 
for such time as ADC furnishes municipal services. The tax equivalent payments 
are computed according to the following formula : 

For the title VIII project: The initial valuation of the leased land shall 
be its market value at the effective date of the land lease, as determined 
by the Atomic Energy Commission. The initial valuation of the permanent 
improvements shall be computed by taking the sum of the valuation of the 
leased land in its improved condition, as determined by the Atomic Energy 
Commission, and the amount of $3,696,711 representing the cost of the 
improvements not owned by the Government upon the leased land, sub- 
tracting the valuation of the leased land at the effective date of the land 
lease, and multiplying the balance by 70 percent. The tax equivalent rate 
of $2.14 per $100 of the valuation shall be applied to the sum of the initial 
valuation of the leased land at the effective date of the land lease, and the 
initial valuation of the permanent improvements. Provision is made for 
periodic readjustment of these valuations. 

For the title IX projects: Same as the above formula for the title VIII 
project except that the appraised value of the improvements not owned by 
the Government is substituted for the cost of such improvements. 

The revenues collected by the Atomic Energy Commission in the form of 
ground rent and tax equivalent payments are in lieu of the full rent it would 
have collected if the housing had been built with appropriated funds. Under 
the latter arrangement the rental revenues would have heen used to contribute 
to the cost of operating the community. Under the arrangement in effect, the 
ground rent and tax equivalent payments will be used for this purpose. We see 
no way in which any profits made by the sponsors of title VIII and title IX 
housing will increase the cost of the Commission’s operations. 

The disposal program proposed by S. 3324 and H. R. 8861 would permit (1) 
sale by the Atomic Energy Commission of the existing leases of the ground 
underlying the title VIII and title IX housing, and (2) transfer of responsibility 
for furnishing municipal services and, hence, the cessation of tax equivalent 
payments to the Atomic Energy Commission by the sponsors who would instead 
pay taxes to the local government. 

We do not perceive any basis for the intimation, in Messrs. Hamon’s and 
Pownall’s letters, that there is some connection between the asserted “windfall 
profits” to which those letters refer and the pending disposal bills. 

Sincerely yours, 

K. D. Nicnois, General Manager. 


The Cramman, Our first witness will be Mr. Chappell, Deputy 


Assistant Commissioner. Do you solemnly swear to tell the truth, the 
whole truth and nothing but the truth, so help you God ¢ 


TESTIMONY OF LABAN C. CHAPPELL, DEPUTY ASSISTANT COMMIS- 
SIONER, UNDERWRITING, FEDERAL HOUSING ADMINISTRATION 


Mr. Cuapprr1. I do, sir. 
warns Cramrman. Now, Mr. Chappell, how long have you been with 
Mr. Cuapreiy. I have been with Federal Housing since 1934. 
The Cxamman. What is your present position? 
Mr. Cuapret.. My present position is Assistant Director of the Un- 
derwriting Division. 
The Cuamman. Assistant Director of the Underwriting Division? 
Mr. Cuaprety. Yes, sir. 
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The Cuairmman. Are you a lawyer! 

Mr. Cuarretu. No, sir, I am not. 

The Cxarrman. Who is the director of the Underwriting Division? 

Mr. Cuarpex. The director at the present time is Mr. Charles A. 
Bowser. He was just appointed last Monday. 

The Cuamman. Who was it before that? 

Mr. Cuarren. Mr, Curt Mack, who resigned the 12th of March, 
this year. 

The Cuatrman. How long had he been with FHA? 

Mr. Current. Since September 1940, with the Underwriting Di- 
vision, and about 2 years with another division. 

Senator Maysank. Mr. Chairman, I think we should get Mr. Mack 
here. My information is that the underwriting section should be able 
to provide the most information. If the underwriters hadn’t ap- 
proved a lot of this stuff and had these private underwriters not 
taken advantage of it, it wouldn’t have happened. 

Mr. Cuarpein. I don’t know that they passed a lot of bad stuff. 
They passed it according to instructions. 

Senator Maysank., I will withdraw the word “bad.” 

I think you will find most of your trouble in the field offices in the 
underwriting; is that wrong? 

Mr. Cuarren, That is where the cases were processed. 

The Cuarrman. You have been there since 1934? 

Mr. Cuaprei.. Yes, sir. 

The Cuarrman. You are the assistant to the man in charge of 
underwriting ¢ 

Mr. Cuapre.y. Yes, sir. 

The Carman. Tell us how—of course, that underwriting did in- 
clude section 608’s and 207’s¢ 

Mr. Cuaprect. Underwriting includes examination of all cases in- 
volving a mortgage. 

The Cuairman. It includes all individual FHA homes? 

Mr. Cuapreun. Section 203, and so forth. 

The Cuarrman. It is not only rental property, but everything? 

Mr. Cuappetyx. All kinds, where there is a mortgage involved. 

The CuarrmMan. How many people are in the Underwriting Divi- 
sion in Washington? 

Mr. Cuapreti. We have 72. 

The Cuairman, How many in the average field office? 

Mr. Cuarre.y, Well, it varies, sir, according to the size of the State, 
but they run anywhere from 6 to 75. 

The CHarrMan. Seventy-five would be where? 

Mr. Cuarre.t. New York or Philadelphia. 

The Cuamman, And 6 might be— 

Mr. Cuapre.t. Nevada. 

The Cuarrman. You have 72 people in the Washington office. 

Mr. Cuappet.. Seventy-two, now, sir. 

The Cwarman. Tell us briefly, how these underwriters work, 
particularly how they work on section 608 and others, of course. 

Mr. Cuaprett. You want the field offices, of course, because that 
it where the applications are processed. 

The CuairMan. Suppose I wanted to make an application for a sec- 
tion 608 loan. Let’s say I am interested in billing a section 608 
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p. How would I proceed, how would the underwriters proceed ? 
ow would that be handled ? 

Mr. Cuarreti. You may first go to the office and indicate your 
program, or you may go to the mortgagee and get your financing, but 
it doesn’t make any difference which you do first. 

After going to the office and explaining the program, and it looks 
as though it may be a workable proposition, you file an application 
on a prescribed form with a mortgagee who is willing to make the loan 
if approved by FHA. 

The Cramrman. Do I have to get a mortgagee to agree, first, before 
I go to FHA? 

fr. Cnapretn. Yes, sir; you have to sign an application with the 
sponsor and present it to FHA before any processing is started. 

The Cuarmman. Let’s make sure we understand that. Before I can 
make an application for a section 608, I have to get someone to agree 
that they will buy the mortgage? 

Mr. Giaerith. Make the loan, yes, sir. Whether they bought it 
or made it themselves, to you. 

The Cuatrman. How could they tell me whether they could or 
could not, not knowing what my plans and specifications were? 

Mr. Cuarreiy. You are supposed to know that, because you have 
to file that with the application before FHA can start De 

The Cuatrman, Do t have to own my land before I go to FHA? 

Mr. Cuarre.y. Yes, sir, you had to have the land free and clear. 

The Cuatrman. In other words, I acquired my land and acquired 
a bank and insurance company or some lending agency that would 
agree to buy my mortgage when it was finished # 

Mr. Cuarrett. That is right. 

The Cuamman. And then I went to FHA? 

Mr. Cuaprety. Yes. 

The Cuamman. What do I do in the presence of FHA? 

Mr. Cuapreti. When we get that in the field office, the application 
is turned in for processing. It immediately comes in to the Under- 
writing Division. In the Underwriting Division, we have the cost 
estimators. 

The Cuateman. It comes into the Underwriting Division in the 
field office ? 

Mr. Cuarrett. Yes, sir. The application starts under the process. 
That includes determining the fair market value of the land. The 
term is different from what we call “fair” in other sections of the 
act. Then the Architectural Section of that office begins the making 
of a cost estimate by a quantity takeoff of the plans and specifications. 
The cost estimator then goes out and gets prices from material men 
and builders, the prices for the materials that will be used in that 
particular job, and the quantity to be used. 

Assuming it was a big job, it might be one million feet of lumber, 
rather than a few hundred thousand. 

The Catan. We are using me as the example, now. You didn’t 
require that I come in with all the figures and make an affidavit that 
they were true figures as to the cost of this project ? 

Mr. CuaArreit, No, sir. We would accept it if he wants to give it. 
but we made no requirement. The assumption was that he felt the 
mortgage was what he needed. We sought information from repre- 
sentative sources, independent of his case, and we got that from people 
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who were typical operators in the area and representative suppliers 
and dealers in materials. 

The Carman. Now, you have all that. Then what happens? 

Mr. Cuarrett. We completed the cost estimate of that particular 
project. The physical improvements. 

The Cuamman. Then what happened ? 

Mr. Cuappett. Then that information is passed on to one of the 
other sections which has another function to perform. The ap- 
praisal or the fair market value of the land is determined by the 
Market Section—it is all the same form, and it is carried to the Mort- 
gage Credit Section. Of course, the Valuation Section, in addition 
to making an estimate of the fair market value of the land, has also 
made an estimate of the rents that that property, when completed, 
will yield. That is, whether or not the particular people for whom it 
is intended are able to pay that amount per month. 

Certain computations are made in deducting the operating expense 
from that total income so that we can get the net income. Then those 
figures are put together in certain criteria, from which the mortgage 
is determined. 

The Cuatrman. Does the field office have the right to make the 
commitment themselves ¢ 

Mr. Cuarrety. Indeed, they did. 

The Cuamman. Did they make the commitments in the field? 

Mr. Cuarretyi. They did, yes, sir. 

The Cuarrman. Who drew up the articles of incorporation or the 
charter of incorporation ? 

Mr. Cuaprett. That was not done, sir, until — time of the 
corporation. You see, many of these corporations, when they filed 
their application, until they got their commitment, never existed. It 
was never incorporated and maybe they never closed on the land, but 
they probably had options to get it. All of that is a prospective deal. 
It is not a deal, yet. 

The Cuarrman, When does it become a deal ? 

Mr. Cuarretn. It did not become a deal until the commitment was 
issued, given to the mortgagee and returned signed by the mortgagee 
and sponsor and then it became a binding contract. 

The Cuatrman. That was long before construction was started, 
wasn’t it ? 

Mr. Cuapretn.. Indeed, it was. 

The Cuatrman. You bought $100 worth of preferred stock in each 
of the corporations, didn’t you? 

Mr. Cuarrety. That was done at the time of the closing. 

The CuatrMan. Now, when is closing? 

Mr. Cuaprett. After the commitment has been returned by the 
mortgagee and accepted. 

The CuatrMaNn. That is before construction has started? 

Mr. Cuapretn. Yes, sir. 

The Cuarmman. Now, who handled the writing of the charters? 

Mr. CuarretL. That was not done by the underwriters. 

The Cuarrman. The Legal Division handled that? 

Mr. Cuarrett. The closing attorneys in the field supervise that. 

The Cuarrman. Who is that? 

Mr. Cuarretn. That is Mr. Perce’s division. 

The Crarrman. Are any of the attorneys for FHA here? 
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STATEMENT OF EDWARD S. COULTER, CHIEF COUNSEL, MULTI- 
FAMILY HOUSING DIVISION, FEDERAL HOUSING ADMINISTRA- 
TION 


Mr. Covuurer. Yes. 

The Cuamman. You are a member of the legal staff of FHA? 

Mr. Courter. Yes. 

The Cuamman. Did you handle writing of the charters on section 
608 projects? 

Mr. Cou.rer. Only where there was a sales property. 

The CuarrmMan. Do you know whether the charter was the same on 
all section 608 projects, or did they write individual charters? 

Mr. Couurer. I am almost certain they were not. They were all the 
same at the same peried of time, but they were revised from time to 
time. I know that as a matter of history. 

The Cuarrman. Are you certain that they weren’t all different ? 

Mr. Couurer. Certainly. 

The CrarMan. I say, they were all different, were they not? 

Mr. Couurer. They were different in this respect, that where they 
had to conform to State procedure or State statute, they would be 
different. 

The Cuarrman. I understand that, of course, they were different in 
that respect, but they were likewise different in the requirements and 

uests of FHA, too; were they not? 
fr. Couurer. Different sections were; yes, sir. 

The Cuamman. Do you know of any reason why they were not-all 
the same ¢ 

Mr. Covutrer. Just statutory requirements. 

The Cuarrman. Do you mean State statutory requirements? 

Mr. Covurer. No, sir; different Federal 

The Cnarrman. I am talking about section 608, 

Mr. Covutrer. Senator, the practice was this: The Washington office 
sent out to the field 

Senator Maynanx. Mr. Chairman, will you ask him to come up 
where we can hear him ? 

The Cnarrman. | will not swear you in. You are not a witness, 
as yet. 

Mr. Coutrer. Now, the practice was this: They sent out from the 
Washington office, to the field, what was designated as a model form 
of charter. The instruction during my entire connection with the 
Administration has been, to the field attorneys, to see that that model 
form was followed, except in those cases in which it was necessary to 
conform to particular State statutes or procedures. 

Any stibstantial variation from those model forms were to be sub- 
mitted to the Washington office for approval. That has been the 

oractice. 
The Cuamman. But you, personally, handled no section 608’s ? 

Mr. Couurer. I did handle a few, because I came with the Adminis- 
tration in 1949, and the act did not expire until March 30, 1950, I be- 
lieve, but I did not formulate any of the provisions. 

The CuArrman. I am afraid we will find the requirements of FHA 
were different in almost every instance. 

Mr. Covurer. That has not been my experience, Senator. 
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The Cuamman. But you say you have only handled a few. How 
many would you say you handled? 

Mr. Covurer. In the initial stages, 1 would say it was a very limited 
number. Maybe fewer than 100 out of the entire 7,000 or 8,000. They 
were virtually out when I came with the Administration. I helped 
handle the servicing of them since that time. 

The Cuamman. Now, we get back to Mr. Chappell. 

Weare up to the point where the Legal Division handles the charters 
for these corporations under section 608, and I assume when the char- 
ter was in proper order, they incorporated and delivered the $100 
worth of preferred stock to FHA and then they were ready to pro- 
ceed; is that right ? 

Mr. Cuaprey. | assume so, after the commitment has been recom- 
mended by the underwriting staff. 

The Cuamman. It was testified here this morning that in literally 
hundreds and hundreds of cases, the mortgages were increased. Do 
you know about that ? 

Mr. Cuarre.i. Yes, I know about some of those, for this reason: 
That was after insurance. The Underwriting Division had no par- 
ticular function after insurance unless requested by the Rental Hous- 
ing Division or the Property Management Division who acquired the 
property, to give them technical counsel. However, it being a case 
in which the sponsor or the mortgagor asked for an increase after 
insurance, it was worked out with the local office, presumably to the 
best degree they could, and it then had to come to the Rental Housing 
Division in Washington for approval. 

I imagine in every case, Mr. Powell’s division, the Rental Housing 
Division, referred that to the Underwriting Division for a memo- 
randum as to the justification for the cost, or whatever the basis was 
for the increase asked. If we found it to be consistent, in other words, 
if it was something we had encountered when we originally processed 
it, we gave them a favorable report and there was an increase made, 
if Mr. Powell saw fit. 

The Cuarrman. Why, if you increased hundreds and hundreds of 
them, when you found the cost ran less than the mortgage, didn’t you 
decrease it ? 

Mr. Cuarre.t. We never found the cost ran less, necessarily, be- 
cause we never looked at the builder’s cost, ever. That is the com- 
pleted cost. Our conclusion was made before a pick was ever stuck 
in the ground. 

The Cuarrman. Do you mean you deliberately increased hundreds 
and hundreds of mortgages without checking the man who asked you 
to do it? 

Mr. Cuarrett. We looked at his justification for the requested in- 
crease, of course, and if that came within the administrative policy 
set—that is, costs beyond his control 

The Cuarrman. Does FHA have a record of those mortgages that 
have been increased ¢ 

Mr. Cuarprety. I am sure they have. 

The Cuamman. We are going to find out how many of those are 
part of these several hundred we have where they mo ed-out. 

Senator Bennerr. Could I ask a question at this point ; 
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Senator Maynanx. I was just going to ask the witness what the 
chairman asked him. I am going to ask the chairman to have the 
FHA send down here a list of the people who received increases. 
Send them all down. 

(The information referred to will be found in the files of the 
committee. ) 

Senator Bennett. I would like to raise a variation of the same 
question. Did the builder present to you any more than an attempt 
to justify the particular change, or the particular increase he was 

uesting ¢ 
fr. Cuarrett. No, sir. Usually, he didn’t give enough of that. 
You had to go back several times. 

Senator Bennerr. So it is entirely possible that a builder whose 
actual costs were 30 percent below your original estimate could come 
in and ask you for an increase because of a particular set of circum- 
stances, and you would grant it, and that increase might actually have 
increased the difference between the mortgage and the actual cost, 
— of representing an excess that he had to have in order to break 
even 

Mr. Cuarretx. Of course, that is hypothetical, but I would say if 
he had already constructed a property at a lesser cost than we 
estimated originally, then to that same extent of difference, loans 
might have been increased on those, yes. I don’t think the increase 
given, when you ask for it, would vary from what the difference might 

ave been in the original process, and his actual cost incurred. 

Senator Bennerr. That confirms the point I wanted to get clear, 
which is that there was no necessary relationship between an assump- 
tion that the total costs of the building were greater than the expected 
amount under your estimate and the fact that he came in and asked for 
an increase. 

Mr. Cuapre.y. I think you lost me there a minute, but I will say 
this: The cost actually incurred by the builder is not a figure that we 
ever had. - 

Senator Maynanx. Who had that figure? 

Mr. Cuarrett. The builder had it, only. 

Senator Mayzank. The local office didn’t have it? 

Mr. Crarreti. Nobody ever had it. It was never given to us. 

The Cuarman. It isn’t clear to me how you could give him an in- 
crease, unless you did have his complete total cost. 

Mr. Cuarrets. The increases were only under certain cireum- 
stances. 

The Cuairman. Let’s see if we understand this. 

Senator Bennerr. May I give you an example, Mr. Chairman? 
I know of this: I discussed it when I was in Utah last week. This 
isn’t a section 608 project, it was a military project, but when the 
project was designed, it was assumed that it would be heated with 
bottled gas. Then, in the meantime, natural gas became available, 
so the builder goes to the FHA and says, “I’ve got to have an addi- 
tional allowance because I figured on building a system for bottled 
gas, and now I have to build a system for natural gas. I estimate it 
will cost X thousand dollars for me to make the changeover.” 

They didn’t tell FHA how much they had invested in the whole 
project. They just come in with a specific new project which is going 
to be built into the whole and say, “Will you allow this new project? 
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Senator MayBank. Will the Senator yield? 

Senator Bunnert. Yes. 

Senator Maysank. Doesn’t the military housing section uire 
the contractor or the builder to file an affidavit as to his expenses 

Senator Bennerr. That is right, but I wanted to give this as an 
example of the type of increase rather than relate to the separate law 
for the military. 

Senator Marsan. I have heard some things that disturbed me 
about the military sections of the Housing Act. We wrote require- 
ments into the law—and I think the Senator was a member at the 
time—and we made them file costs under oath. 

Senator Carprnartr. A man would come in where the plumbing 
originally was to cost $150,000 and he would say, “Now, I find that 
the plumbing is going to cost $200,000. Will you increase my mort- 
gage to the extent of $50,000?” You would check and ascertain that 
his plumbing costs were going to be $200,000 instead of $150,000, and 
allow it; is that right? 

Mr. Cuarrett. The local office would do that, yes. 

Senator Carenart. That is what would happen, then ? 

Mr. CuapreLn. Yes. 

Senator Capenart. When that happened didn’t you ever say to that 
fellow, “All right, we will allow the $50,000 increase on plumbing at 
the moment but when your project is completed, if you have saved 
$50,000 someplace else, we are going to deduct it”? 

Mr. CuHapre.i. You already have a contract with your commitment 
and your lender. 

Senator Capenart. But, there is nothing in the commitment which 
says you will permit him to increase it ? 

Mr. CuapreLL. We didn’t have to increase it at all. 

Senator Capenart. But you said you did increase hundreds of them 
but never reduced one. 

Mr. Cuaprett. As Mr. Perce mentioned this morning, the increases 
were given because a there were times when he couldn’t get the 
material he originally specified. He had to go to a different type of 
material. 

If we found in the Underwriting Division when such a case was 
presented, after being recommended by the local office, that there was 
justification for this difference or increment, it was granted as far 
as we were concerned or at least we recommended it. 

Senator Bennerr. I just wanted to make this observation, Mr. 
Chairman, that I believe in requesting an increase for plumbing 
according to the examples you suggested, he didn’t even have to say, 
“T figured the $150,000 and it is going to cost me $200,000.” 

All he had to do was to come in and say, “Here is a list of material 
I have to have to finish my job and it is going to cost me so much 
extra,” and they never even inquired as to the relation of the total 
overall cost of his plumbing to the total estimate. They were simply 
concerned with the particular list that he submitted. Isn’t that 
right? 

Mr. Cuarret.. That is right. It had no particular relation to the 
other because we still didn’t know the cost of the total project. We 
had no figure with which to compare it. He had to satisfy our local 
office that there was justification for his particular request for 
increase. 
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The Cuamman. As one of the top men in the Underwriting De- 
artment, can you tell us how it is possible for an estimator to miss it 
y 10 to 50 percent ? 

Mr. Cuarpei.. I think I can tell you something about that, sir. 

In the first place, it is a known fact that builders on any type of 
project will vary construction anywhere from 3 percent to 20 per- 
cent between the high and the low on a job they are willing to con- 
tract for. Why they vary I don’t know. They have different cost 
estimators, they want to take less profit, or they figure they gan save 
on ‘the job, but those variations do occur. That is a matter of fact 
in the industry and not a recent one, either. It has been so for years 
and years in all my experience. 

Consequently, when we in FHA have one little cost estimator going 
out and getting current costs as directed under the legislation, of this 
project, to be completed sometime hence, but get it as of a current 
basis by contacting local folks, he gets it and makes a cost estimate 
or uses data of the typical. Now, if there are variations in con- 
struction costs between the typical builder and a very productive 
builder who is efficient in his operation, who can save a great deal 
more, I can well understand that it might vary and fluctuate 20 
percent. - 

Senator Maynanx. You say you have one cost estimator? 

Mr. Cuapreii. I don’t think we have over 2 in any office and that 
is in New York where we had 2, sir. 

Senator Maysank. That is all you had? 

Mr. Cuaprremn. That is right. The architects made a quantity 
takeoff. but-this one man did the collection of cost data. 

Senator Maysanx. You have only two men you said in New York 
so I will stay with New York as an example. 

The Cuarrman. Remember, you are under oath now. 

Senator Maysanxk. You had two men in New York to collect data 
on the millions of dollars of section 608’s and the other things ? 

Mr. Cuarreii. He is the man who collected the cost data. 

Senator Maypank. I assume he collected correct prices. 

Mr. Cuaprett. He took prices on materials. Quantity estimates 
were made by other men on the staff and when he gave these pfices 
used in the job, the men who did the takeoffs made the extension of 
prices and so forth. We had one man collecting prices of materials 
and labor that went into these jobs in each office. We don’t have more 
than one for any office except New York. 

Senator Maysank. Do you mean in the State of California where 
they have large differences in kinds of houses from the northern 
border on down, you have only one man ? 

Mr. Carrey. We have 5 offices in California and 1 man in each 
office. We have one cost man to collect cost data. 

Senator Maysanx. You have one man to each office. 

What did this man do? He got the cost of nails and the cost of 
bricks and the cost of lumber. 

Mr. Cuappeiy. All the materials that went into the project, he got 
the prices on them. 

Senator Maysank. He didn’t figure the number of bricks that went 
into it ¢ 

Mr. Cuapre.. No, indeed. 

Senator Maysank. He just got the prices / 
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Mr. Cuarreiy. He got the prices from the material men and dealers 
and so on. 

Senator Maypank. I don’t think it would take him long to get the 
prices. 

Mr. Cuapreii. One man could do it. New York had a big rush 
on and we had different types of materials. 

Senator Maynank. But you were making the point that this one 
man made the estimates and so forth. 

Mr. Cuarreti. This one man was collecting cost data, in offices 
where he had many projects. He was constantly having to argue with 
the builder’s architect who is trying to get the commitment up, fre- 
quently, and he had to do all of this, himself. He is under tremendous 
pressure and there is a hurry to get the cases out and no doubt he would 
make mistakes he wouldn’t normally make. 

Senator Maynanx. How do you account for the fact that FHA 
officials repeatedly came in here, and Mr, Powell—do you know Mr. 
Powell? 

Mr. Cuarrett. Yes; I know Mr. Powell. 

Senator Maynank. Mr. Powell testified here 3 or 4 years ago that 
it would be impossible to make more than a 3-percent mistake. 

Mr. Cuaprriv. That is Mr. Powell’s opinion but it is not mine. I 
don’t think that is representative of what is in the industry. 

Senator Maysank. The bankers and those who had the mortgages 
said we couldn’t possibly make mistakes. 

The CuairMan. Just why do you think they made such grave mis- 
takes varying between 100 to 215 percent ? 

Mr. Currey. I think there were several things. First, they were 
busy as could be, there was pressure for them to hurry. They were 
encountering enormous projects. They had to make a comparison 
between the representative builder and the poor builder in order to 
get a representative figure. Not the highest, not the lowest, but one 
to be representative, or typical of the general building in the area. 
That would be true for materials, as well. When they got that in- 
formation they made this choice. As I say, again, an efficient builder 
could have well built under those costs. 

The Cuairman. Why couldn’t they have done 1 of 2 things or both: 
Why couldn’t they have the builder supply all the figures and swear 
to them they were true; or secondly, why didn’t they write into every 
contract when the building was finished, a man could total up his costs 
and then you would adjust the amount of the mortgage to the actual 
cost ¢ 

Mr. Cuarreiu. Well, I don’t know why we didn’t do it but nobody 
suggested that until now that I know of. 

The Cuatrman. It is so obvious to me that a businessman would 
do it, that it wouldn’t even come to me to say anything about it. It 
is so obvious to me that a 6-year-old kid would do it. 

Senator Maynank. Let’s keep the record straight here. We brought 
in title VIII and title LX in 1951. 

Mr. Cuappety. That was after section 608, of course. 

The Cuarmman, There is nothing in the law that prohibited your 
doing the two things I just stated ¢ 

Mr. Cuarretn. No; I don’t think it is necessarily prohibitive. 

The CHamman. I wasn’t here and didn’t help write it—it was 
written back in 1940—but the principle of writing the law on the 
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basis of estimating and arriving at a commitment was in order to 


ve the builder some idea of how much money was involved so that 
he could go and make arrangements for financing. But I don’t think 
in all fairness to the Con and the Senators, that it was ever 
intended that you should do anything else except do that and then 
come back later and adjust them. 

Mr. Cuapreit. If I am not mistaken, one of the gentlemen was 
reading from Senator Tobey’s remarks on these eeanncnnenty and if 
you complete the reading of that, you will find it is not what you 
say now. It is different. I don’t believe I have a copy. 

The CHairMAn. We will get a copy. 

Mr. Cuaprett. I was going to identify it if I may here. Here it is. 
It says: 


AMENDMENT OF NATIONAL Housing Act 
NovEeMBER 25 (legislative day, NovemBer 24), 1947.—Ordered to be printed 


Mr. Tobey, from the Committee on Banking and Currency, submitted the 
following report to accompany 8. 1770. 


The Cuarmman. Suppose I read it to you. 
Mr. Cuaprewn, Yes, sir. 
The CuarrMan (reading) : 


Sec. 2. Title VI of the National Housing Act, as amended, shall be employed 
to asist in maintaining a high volume of new residential construction without 
supporting unnecessary or artificial costs. In estimating necessary current 
cost for the purposes of said title, the Federal Housing Commissioner shall 
therefore use every feasible means to assure that such estimates will approxi- 
mate as closely as possible the actual costs of efficient building operations. 


That was an amendment made to the act, December 27, 1947. 

Mr. Cuapreit. I am speaking of the committee report to accompany 
S. 1770. 

The Caarrman. What does it say? 

Mr. Cuappet. I think it would be informative to everyone if that 
whole thing was read, sir. 

The Carman. I will read it. 


It has been indicated to members of the committee that, in some cases, the 
insurance granted under title VI has represented more than 90 percent of actual 
costs. The existence of such cases is not unexpected under a law which directs 
that the insurance granted thereunder be limited to 90 percent of the estimate 
of the necessary current cost of the property or project. While such a situation 
might possibly be overcome by requiring that the insurance be based on a per- 
centage of actual cost, rather than an estimate of cost, there is no real indica- 
tion that the number of cases in which the estimates greatly exceed actual cost 
are sufficient to justify the imposition of such a requirement with its attendant 
practical disadvantage. For example, the imposition of such a requirement 
would make impracticable the present system of firm commitments to builders 
under title VI. Since it would be impossible to determine actual cost until 
construction had been entirely completed, mortgages would have no assurance 
as to the amount of the loan which the Federal Housing Commissioner would 
have authority to insure. Thus, the effective use of title VI firm commitments 
would be eliminated as a means of production credit for the whole building 
industry. Furthermore, it would make it necessary to return to a system of 
case-by-case audit of actual costs similar to that used to control the sales prices 
of priority-assisted housing, and require a large increase in administrative per- 
sonnel and in the time required to process applications for insurance. Conse- 
quently, the committee has recommended an amendment which, while retaining 
the estimate of necessary current cost as the basis for insurance operations under 
title VI, would direct the Federal Housing Commissioner to use every feasible 
means which, in his judgment, would assure that the estimates will approximate 
as closely as possible the actual costs of efficient building operations. 
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Well, you certainly would say 120 percent would be beyond the 
scope of what they were talking about here, wouldn’t yout Or 130 
or 140 or 150? 

Mr. Cuarrety. I would think that much would be beyond it, yes. 
I should think they could come within 20 percent, under any circum- 
stances. 

The Cuatrman. I don’t know who wrote this report. 

Senator Maypanx. That was Senator Tobey. 

The Cuarmrman. You talk about feasible means to assure the esti- 
mates will approximate as closely cs possible the actual costs. 

Now, according to the Internal Revenue Service several hundred 
of them have run way over the costs. 

Senator Maypank. I think in justice to the committee, and in 
justice to myself, I should say I remember the report and I believe 
it was the thought of Senator Tobey that there could be no collusion 
under feasible costs, as it clearly states, and if it runs 140 percent, 
as you suggest it could come within 20 percent, but we have cases 
here of 140 percent. 

The Cuarrman. 215. 

Senator Maypank. Yes. 

Senator Bennett. Mr. Chairman, I think it might be interesting 
if we asked the FHA to report to us any new regulations that were 
issued after that particular legislation was passed. They are now 
under some new and added compulsion to make sure that their esti- 
mates conform, using every feasible means, to the actual cost. 

Do you know if there were any changes in procedure or any new 
regulations or any changes in estimating things after that act was 
passed? (See p. 1967.) 

Mr. Cuapret.. They were to get dependable, reliable data in their 
contacts. We knew of no other way to get it except in going out 
to those sources and there wasn’t much else you could do, that I 
know of. 

Senator Bennett. Well, I would think you might have reviewed 
your previous criteria to determine whether or not the criteria was 
sufficiently accurate to fall within the request of the committee. 

Mr. Cuarrety. That was done, sir, and extra caution was given to 
the men, as something over and above. 

Senator Bennerr. You feel that your criteria was accurate enough 
and that a word of caution was all that was necessary ¢ 

Mr. Cuarrety. We felt the system was good enough and all they 
needed to do was be cautious in getting information under the system 
which would give them a dependable answer. 

Senator Bennerr. Unfortunately I was involved in a side discus- 
sion when you were talking about the figuring of the value of land. 
If I remember correctly you made the statement that in most cases, 
the sponsor owned the land before he made an application. 

Mr. Cuarre.u. I didn’t say he owned it. I said he was supposed 
to have the land free and clear. Frequently they did not own it 
until they had an option. It is just a technical point. : 

Senator Bennetr. Were you ever interested in the amount of 
money paid for the land or the method by which he acquired it? 

Mr. Cuarretx.. Not so much as we were with regard to what other 
land might cost, and whether that was comparable. We didn’t 
always get exact figures. 
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Senator Bennetrr. When yot came to estimate the value of the land 
and its relation to the total cost ¢ f the project, what value was put on it? 

Mr. Crarrey. It did not necessarily have any relation. The land 
was determined before the costs were determined, probably, and then 
the two were put together to get the cost of the total project. The 
evaluators in the field offices, or appraisers, as they are now called, 
were instructed in a method of obtaining a fair market price for land. 
We had a prescribed plan. If he was going to make an estimate on 
the fair market value, he considered the comparable advantage of 
location, approximate estimate to where employment would be, utili- 
ties availability and so on, and we asked him in most cases to get five 
such comparisons and then they selected what in their judgment was 
a fair market value of this land. It was not an appraisal under sec- 
tion 608. Neither the land nor the total improvements. They were 
estimates of cost as indicated by the legislation. 

Senator Benner. But the thing I am interested in fundamentally 
is, it seems to me in testimony we heard earlier in these hearings— 
and there was at least an implication—that the land was valued not 
as bare land on which a building would be built, but it was valued 
at what it might be considered to be worth after this big improvement 
had been put on it. So that the land value or the amount at which 
the land was taken into the total cost of the project was not at the 
price they could probably purchase bare land, but its price as affected 
by the added value given to it through the project that was supposed 
to go on it. 

Mr. Cuarrei.. If that was done it was contrary to instructions and 
they were not supposed to form an opinion on fair market value con- 
cerning the improvements already on it. They were to make that 
determination on the land. If they didn’t do that, they would not 
necessarily get current costs of the property. If you were automa- 
tically allow writeups on land to improve an enormous apartment 
building, we would not be getting the current cost of the property. 

Senator Bennerr. Do you have any information as to whether or 
not your instructions were generally followed out? 

Mr. Crapper... We had supervisors who went around. We didn’t 
haveenough. As I mentioned we have 72 people on the staff. We have 
40 men at this time and that we had only about 62, to do the super- 
vision over the wide United States with a business doing billions of 
dollars. We were spot checking and doing the best we could. I be- 
lieve that the men honestly, by and large, were trying to carry out the 
instructions based upon the indications and instructions of the Con- 
gress. I had no reason to believe anything else. I never saw any- 
thing different. I was constantly alerted to that. I thought that was 
part of my job. 

I don’t believe in having 75 officers in this country to supervise and 
about 40 men to do headquarters work and do also field supervision 
and travel over the States. If there was malpractice going on, we 
should have heard of it. No doubt there were some mistakes but 
when the men saw they were not properly oriented or making the 
appraisals or cost estimates as instructed, they took extra’ caution 
and time to train them and teach them and press upon them to do 
that. 

Senator Bennetr. Did you ever have any of these land appraisals 
because they were land appraisals; if you had a bare piece of land to 
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check, were they ever checked by outside, independent local ap- 
raisers ¢ 

: Mr. Cuarrert. We never had them checked. I don’t doubt but 
what somebody had them checked. No doubt at times they felt we 
were too low on the price, but we never had them checked in FHA. 
We employed competent people who were trained in a system that 
would recognize those things used by leaders in the field. We never 
had reason to go back and check it. They never told you they were 
too low. 

Senator Maysank. You say you employed people to do this check- 
ing and FHA didn’t check them? 

Mr. Cuapret.. I say we didn’t employ people outside. 

Senator Maysanx. Did anyone employ anyone to check? 

Mr. Cuappett. No; not that I know of. I said we did not and I 
don’t know of any. 

Senator Mayank. I understand, but did anyone employ them? 

Mr. Cuarrett. I don’t know. 

Senator Mayrnanx. Did the banks, did the underwriters, did the 
builders, did anybody employ anybody to check these figures of land 
values? 

Mr. Cuapret.. Nobody that I know of. Our own men checked it 
in the case of the local appraisers. 

Senator Maynanxk. Who is the local appraiser ? 

Mr. Crarret.. The evaluator on our staff. 

Senator Maynank. You had evaluators in each of your offices? 

Mr. Crapper. Yes. 

Senator Maypanx. They checked the price of land ? 

Mr. Crarreit. Yes. 

Senator Leuman. Yesterday Mr. Greene, in reply to a question that 
I addressed to him, in which I pointed out the tremendous excess in 
the estimates over the actual cost, replied that that excess was due 
to 1 of 2 reasons and probably both. One was the faulty estimation 
procedure, or defective and inadequate inspection. That might ac- 
count for a lower cost if materials were put in of lesser value than 
would be comparable. 

Would you tell us what the relationship is in your estimation unit 
and in your inspection unit. Were they under the same supervision? 

Mr. Cuarrett, Yes. They have a different supervisor in each 
office, of course. 

Senator Leuman. How closely do they work together? 

Mr. Cuappetu. Very closely together. There was a definite line 
of demarcation between their functions. I don’t believe Mr. Greene 
said, unless I misunderstood him, sir, that the procedure was faulty. 
I believe he said that the analysis of the particular case was faulty. 
In other words, the judgment of the estimator or the appraiser prob- 
ably was faulty but not the system. 

Senator Lenman. He particularly emphasized these two ibili- 
ties. I questioned it. I said, “It seems to me perfectly evident that 
the difficulty lays with faulty estimation procedure.” Those are the 
words that I believe he used. 

I have been thinking it over a lot and while I think faulty estima- 
tion procedure might account for excessive estimates, nonetheless 
I think part of the fault may be due to the fact that there was inade- 
quate inspection procedure. 
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In other words, certain values and costs were taken into account. 
Brick, plumbing, carpentry work, mechanical work, and electrical 
work. And it is possible, of course, that the builders may have gypped 
on that and given a finished building of considerably lesser value 
because of faulty material. 

Mr. Cuarre.y. I am sure that has happened and we have seen 
evidence of it afterward when it was too late to do anything about 
it, in going around to see projects, but the first error that I think 
Mr. Greene had reference to was the error in the original cost esti- 
mate. That could have been justification for some of these vari- 
ances—whether they are as wide as claimed or not I have no idea 
because I have no information on it, but it was certainly expected by 
everyone who knew the business that there would be variances between 
our estimate and the experience of the builder. 

However, the other phase that Mr. Greene mentioned—and certainly 
I agree with it, too—that inspectors after the inspection started, were 
entirely too thinly spaced. We had 1 man handling 1,200 and 1,300 
units, and it was impossible for him to do the job he was supposed to 
d 


0. 

No doubt there were times, whether intentional or unintentional 
by the builder, where he got into the construction something less than 
was in the plans and specifications upon which the plan was based. 
To that extent it would make a difference. 

Senator Leuman. You got the specifications, didn’t you? 

Mr. Cuarreiy. That was part of the contract document. _. 

Senator Leuman. And the specifications, if carried out carefully, 
would have indicated a cost, say, of $1 million in a certain project. 
But if the builder gypped on the thing and put in materials of lesser 
value which cost him only $700,000 there would be right there a 
very substantial profit or margin! 

Mr. Carre... Yes. 

Senator Lenman. To what extent did the administration inspect 
the building while it was being built? 

Mr. Cuaprei.. In most cases we suppose they will be there con- 
stantly because we not only had to determine compliance with the 
specifications but we had to make estimates monthly for the benefit of 
shaishahen in making pay-outs to the builder. So knowing what 
went into the construction and knowing what materials were still on 
site not in the construction were essentialities. However, the men 
were not sufficiently available to do that job adequately. There were 
only a few spots where there was heavy volume of this, where we 
had enough. Where the officers had small volumes of this they had 
no difficulty. By and large I think you can find that the construc- 
tion on those were better than the others. 

The Cratrman. I have to leave here in just a few minutes and I 
would like to call Mr. Thompson, please. 

Come up, Mr. Thompson. 


TESTIMONY OF LESTER H. THOMPSON, COMPTROLLER, FEDERAL 
HOUSING ADMINISTRATION—Resumed 


The Cuairman. Mr. Thompson, you were sworn in this morning, 
were you not! 
Mr. THompson. Yes, sir. 
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The Cuarrman. Your title please. 

Mr. TxHompson. I am the comptroller. 

The Carman. Do you remember a letter that the Glen Oaks 

Village—that is the so-called Gross-Morton case—wrote you on 
October 27, 1947? 

Mr. Tompson. I would not remember the letter, sir. 

The Cuarrman. You would not remember receiving the letter. 

Suppose I hand you the letter. See if you think you did receive it. 

Mr. Tuompson. Yes, I know that I did. 

The Carman. Well, this file is from FHA. 

Ow December 14, 1948, the directors at Glen Oaks Village, that is 
106-17 Jamaica, Queens County, N. Y., declared a dividend: “Be it 
further resolved this addition of $53.33 per share on the shares of 
common stock now issued be declared,” and they had 15,000 shares 
of common stock which they paid $1 a = for—that would be 
$15,000—they declared a dividend of $799,95 

They sent you that resolution. This is felt your files. 

They also sent you their March 31, 1949, operating statement in 
which they show an operating loss of $173,744. 50. Yet, they de- 
clared a dividend of nearly $800,000 and sent you their minutes and 
wrote you this letter on October 27. I will read the letter. 

It is to Mr. Lester Thompson, C vomptroller, Federal Housing Ad- 
ministration, re projects No. 012-4006, Glen Oaks Village, and so 
forth. 


Dear Ste: In accordance with your request we are enclosing additional data 
under 2 (d) of the FHA requirements under section 608. With reference to 
the distribution— 


let’s look that up for me, you attorneys— 


under 2 (d) of the FHA requirements under section 608. With reference to 
the distribution made on December 15, 1948 we wish to submit the following 
information. 


Now that is the dividend, the distribution I just talked about, of 
nearly $800,000. 


We wish to submit the following information: Although the cash outlay made 
to the company is less than the estimate by you of the normal current costs to 
reproduce the property, this difference is explained by the fact that no payment 
was made to some expenses usually incurred in a building corporation. These 
expenses included, among other things, the following: (1) Builders’ and archi- 
tects’ fees normally paid to a general contractor. (2) Subcontractors’ fees and 
retailers’ overhead and profit where materials were procured directly by us 
through large-scale purchases. (3) Free use of heavy building equipment. 
(4) Transfer at original cost of inventories of material, topsoil and so forth, 
on hand. 

If these items had been paid for in cash by the company at prevailing prices 
at the time of delivery and if the amount so paid had been added to the cash 
outlay by the company, the total amount paid would probably have exceeded 
your estimate of replacement costs. 

By following this procedure we left the excess funds in the company during 
construction and thereby remained in a far better financial position than if we 
had withdrawn the funds. Maintaining this liquid position at all times during 
the operation, particularly when prices of material and labor were rising 
daily, was our best guaranty of successful completion of the project. This 
procedure resulted in cash on hand in the corporation upon completion of the 
project. We made capital distribution of the surplus, 


Did you get that? 
What did you do with that letter when you got it? 
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Mr. Tuompson. Well, Senator, without reference to my records I 
couldn’t say definitely what was done with the letter, but normally the 
procedure would be this, that I would take all the facts that 1 had 
gnatte connection with-this project and report them to Mr. Glyde 

owell. 

Now, I have here a statement that I think I should make with respect 
to the analysis of these statements. 

The Cuarrman. No, no, I want to know just what your memory is 
about this one. } 

Mr. Tompson. Well, I will have to say this, that I think my records 
will show that was reported to Mr. Powell. This file shows no answer 
to the letter at all. 

The Cuarrman. This letter came in nearly a year later. 

Mr. Tuompson. It is not likely, sir, that I would have made a oly 
to that letter but that I would have reported all of the facts to Mr. 
Powell.. That is the normal procedure. 

The Cuarrman. In other words, they only gave you this informa- 
tion from the file here, when you asked them for it. Then there-is no 
record that you did anything about it at all. Of course, it was too 
late to do anything about it because they had disbursed the money 
nearly 1 year before. This came in on October 27. 

I bring this up so that you can know what we are going to try to find 
out if we can is whether or not these concerns did get permission from 
FHA to make these distributions. In this case it would indicate that 
they did not, but did notify you later. 

Mr. Tuomrson. That notification undoubtedly is due to a letter that 
we had written them. 

The Crarrman. It says, “In accordance with your request.” It 
doesn’t say whether you wrote a letter. 

Mr. Txuomrson. The request would have been, I am quite sure, by 
letter and would have been after an analysis of this—— 

The Cuarrman. Don’t you think in all fairness that that $800,000 
should have gone to reduce the amount of the mortgage? 

Mr. THompson. That, sir, would be my feeling. 

The Cuarrman. It ought to have gone to seers the mortgage. 

Here is where the record indicates that they put in $15,000 and took 
out $800,000, 

Do you remember any discussion in FHA, at any time, as to making 
certain that these people would reduce their mortgages, rather than 
declaring dividends ? 

Mr. Tuomrson. I can recall a discussion as to whether or not we 
should analyze these projects to determine whether or not such a 
dividend was declared. 

The Crarrman. You had nothing to do with title I, did you? 

Mr. Tuompson. Well, the only thing that I have to do with title I, 
sir, is to report the loans that are reported for insurance and pay the 
claims, in a general, administrative way. 

The Caran. I don’t know that there are any more questions of 
you gentlemen. 

I want to read into the record at his time, because I think it is im- 
portant in respect to title I, and because I think the committee has a 
problem on its hands when they start writing up this new legislation, 
to know what to do with title I, a letter from Indiana, addressed to me 
on April 25: 
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I am wondering if in the course of your present investigation of FHA irregu- 
larities you have had any information or complaints involving— 


and I shall not name the firm— 


of Des Moines, Iowa. In December, 1952, I had.a residing job done on my cabins 
by the above firm under an FHA loan and am‘currentty making the corresponding 
monthly payments to Allied Building Credits, of South Bend, Ind. 


He goes on to say: 
The job turned out to be grossly short of the specifications— 


and that the job was— 
this is not a large deal, involving only $2,844, but to me a considerable amount of 
money. 

Here is another case, you see, where a Des Moines, lowa, company 
did the selling to an Indiana buyer, and South Bend, Ind., did the 
financing. Just this morning we had a case where a Pittsburgh 
bank did the financing of a Tennessee sale. 

Without objection I would like to place in the record at this time 
a wire from Lillian C. Hausman, representing the Fort Tryon Ten- 
ants Group, Inc., 245 Bennett Avenue, New York, and the Remodel- 
ing Contractors Association of Los Angeles, Calif. 

Also a statement from the American Federation of Labor. 


(The telegrams and statement referred to follow :) 
New York, N. Y., April 22, 1954. 
Senator Homer 8S, CAPEHART, 
Chairman, Senate Banking Committee, 
Senate Office Building, Washington, D. C. 

Hon. Str: The Fort Tryon Tenants Group, Inc., represents 341 families who 
eccupy the section 608 project consisting of 7 units, located at 192d, 1934 
Streets between Bennett Avenue and Broadway, New York 33, N. Y. 

This section 608 project started out with high rentals. Shortly after the 
commencement of the leases the landlord applied for and received an increase 
from the FHA on figures which the FHA refused to show the tenants repre- 
sentatives on the ground that they are confidential. 

Subsequently another rental increase was applied for and granted under the 
same ‘circumstances. 

The tenants therefore feel that there should be a thorough investigation of this 
project particularly in view of the basic high rentals and subsequent increases. 
Furthermore, complaints are made by many tenants that they are being charged 
for nonexistent mythical half rooms. This, too, merits close scrutiny and in- 
vestigation. We respectfully request your prompt attention in this matter. 

Fort Tryon TENANTS Group, INc., 
Liuran C. HausMaAn, Secretary. 


Beverty Hiixs, Catrr., April 25, 1954. 
Homer FB. CapeHart, 
Honorable United States Senator, 
Washington, D. OC. 

We land the expose that your committee and yourself has made in the 
racketeers misuse of title I FHA financing in the home modernization field be- 
lieving that modernization and remodeling contractors and homeowners in this 
country should not be injured by the fine assistances that title I FHA has offered 
to them. We suggest that the act as amended in December of 1953 should go a 
long way to remedy the misuse. It can be noted that subsequent to the adoption 
of the corrections, the last 4 months has resulted in negligible reports of misuse. 
Also note the financial institutions report that there is perceptively a small ratio 
of, losses and improper uses when the purchaser makes a direct title I loan—that 
is, comes into the lending institution to make the loan. We recommend more use 
of this type of lending. We further recommend the extension of terms of title 
I to 60 months from the present 36 months and from a maximum amount of $2,500 
to maximum allowable loan of $3,000 as proposed. Good builders are needed 
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everywhere and there is a need for rehabilitating in millions of American homes. 
The sole interest of our remodeling contractors association is to combine the 
interest of reputable remodeling contractors for a high standard of effect in 
dealing with the public. May we offer our services in any way. 


REMODELING CONTRACTORS ASSOCIATION, 
526 South Alandale, Los Angeles, Calif. 


STATEMENT By Harry ©. Bates, CHAIRMAN OF THE HOUSING COMMITTER OF THE 
AMERICAN FEDERATION OF LABOR 


Disclosures of widespread frauds in the programs of mortgage insurance ad- 
ministered by the Federal Housing Administration have shocked the country. 
They have revealed practices carried on under the very nose of FHA ofiicials, 
which have cost American families and the Federal Government hundreds of 
millions of dollars. 

These disclosures have focused attention on the glaring inadequacies in the 
Government’s programs of financial assistance for private homebuilding and 
renovation. The American Federation of Labor has repeatedly called the at- 
tention of Congress to the deficiencies in the legislation providing for these 
programs and in their administration which would encourage evil practices to 
thrive. These deficiencies are the result of a complete misconception of the 
proper and necessary role of the Government in housing. They stem from the 
notion that an agency of the Government can divorce itself from serving the 
broad public interest and instead serve exclusively a private commercial interest. 
The attitude of the FHA throughout has been: We serve the mortgage lenders, 
home builders, and the real-estate dealers, we have nothing to do with home 
buyers; we have no contact with the public. This is not far from the attitude 
of “The public be damned.” 

Yet, one affirmative responsibility of the Government in housing is to pro- 
vide to the public information and assistance which would help make it possible 
for more families to have better living accommodations. The real justification 
for Government guaranties and other housing aids is to to help to get good 
housing’within the reach of families who need it. Any direct or indirect assist- 
ance to builders, contractors, dealers, mortgage lending institutions or others 
involved in the building, renovation, or financing of homes, can be justified 
only to the extent that such assistance will contribute to tangible benefits to 
families who need housing. Such assistance is not justified if it merely increases 
the profits of homebuilders or lenders. 

The FHA programs have consistently neglected the consumer interest in 
housing. The FHA programs and the FHA as an administrative agency have 
concentrated on serving the economic interests of the builders and mortgage- 
lending institutions. This misplaced attitude has resulted from a misguided 
belief that only by assuring unduly generous rewards to builders and bankers 
in transactions involving no risk to them would it be possible to sustain an 
adequate level of residential construction. 

It is now all too apparent that this interpretation of what has been the pre- 
vailing attitude in the FHA programs is most charitable, to say the léast. The 
fact is that these programs have been developed and administered by Govern- 
ment officials who, almost without exception, have themselves been part and 
parcel of the close-knit fraternity with the home-building and home-financing 
interests. The official press releases of the FHA itself, announcing appointments 
and resignations in that agency make it quite clear that its top officials have 
nearly all come from home-building or mortgage-finance firms. After serving 
a term in the FHA, most of them eventually return to more lucrative jobs in the 
industry. No wonder these officials have given their first loyalty to the home 
builders and mortgage financiers and a short shift to the interests of consumers. 

The American Federation of Labor has sought for many years to bring to 
the attention of the Congress these basic inadequacies in the FHA programs 
and in the agency which has administered them. Anxious to avert just such 
fraudulent abuses as have come to light in the current disclosures, we have 
repeatedly, urged in, testimony before congressional committees legislative changes 
which would prevent such abuses and protect the consumer against and 
loss of investment. 

For example, in 1946, when section 608 of the National Housing Act was being 
amended to authorize the system which made possible fraudulent appraisals 
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and scandalous windfall profits, the A. F. of L. strongly opposed the enactment 
of this amendment and urged the complete repeal of title VI. At that time we 

d: 
ene reiterate our vigorous Opposition to the extension of title VI. * * * We 
believe that the form in which this title is proposed will do nothing but fleece 
the veteran and the taxpayer by having the Federal Government underwrite 
mortgage loans at excessive interest rates for emergency-built homes of ques- 
tionable quality, financed without any risk to the lender. What justification is 
there for a 4-percent interest rate when a 90-percent commitment by the Gov- 
ernment gives the lender an effective 100-percent guaranty and renders the loan 
absolutely riskless? * * * Clearly, then, this provision is designed to benefit not 
the veteran but the speculative builder.” 

To the extent that it still can be done, the wrongs that have already occurred 
must be righted. Rent reductions should be secured for tenants in overvalued 
608 projects whose tenants have been forced to pay rents 15 to 25 percent higher 
than justified. Likewise, every effort should be made to reimburse homeowners 
who have been fleeced by unconscionable prices charged by unscrupulous dealers 
and contractors for shoddy home repairs financed by FHA-insured loans under 
the title I program. Such rightful restitution for past abuses should not be 
neglected in the zeal to make sure that similar abuses do not oceur in the 
future. 

But whatever can be done to remedy these wrongs, it is essential that legis- 
lation be enacted now to introduce necessary safeguards in the basic FHA law 
und in the procedures and requirements of the administrative agency to protect 
fully the financial interests of consumers and of the Federal Government. To 
this end we make the following specific recommendations : 

1. Mandatory builder's wuarranty—We recommend, as we have so rightly 
done in the past, that every builder of FHA-insured housing, or receiving other 
financial assistance under the program, should be required to sign a builder’s 
warranty against structural defects that may develop within the first 2 years 
after completion. 

For the average family, purchase of a home usually involves investment of its 
entire savings. It represents a much more important financial undertaking than 
any other purchase. Yet the consumer is protected by a warranty in many of 
his household purchases while he has no comparable protection when he invests 
his savings in a home. Home purchasers must have this minimum protection 
of their investment. 

There is no valid reason why it should not be possible to institute a workable 
and effective requirement for a builder’s warranty. Such a warranty should be 
included among the closing documents required by the FHA and VA before com- 
mitment to insure or guarantee is issued. 

The warranty would constitute a legal obligation on the part of the builder to 
the purchaser for a specified period. This would include: 

1. The builder would guarantee that the house as sold to the purchaser con- 
forms with the plans and specifications as filed with the FHA or VA. 

2. The warranty would also set forth that for a period of 2 years after occu- 
pancy, the builder would agree to make good any structural defects which might 
arise or would compensate the purchaser for any expense he might have in order 
to repair such deficiencies. 

The first part of the requirement is quite clear and should involve no diffi- 
culties. However, taken alone, it would not provide sufficient protection to the 
home purchaser because structural defects might arise which were clearly the 
fault of the builder. 

The legislation need not list the specific defects which should be included 
in the warranty. This could be a matter for administrative regulations. Some 
of the items which these regulations should cover are obvious. The home pur- 
chaser ought to be protected against flooded basements, wet walls, defects in 
mechanical equipment, or other defects which may result from poor workman- 
ship or materials. The required warranty including these and other items, can 
be drawn up on the basis of the best practice in what a number of builders are 
now voluntarily including in warranties they are furnishing to their customers. 
This information can be collected and analyzed in the Housing and Home Finance 
Agency and a workable and effective warranty can be drawn up for use in the 
FHA and VA programs. , 

Once the requirement of the warranty is instituted, most builders will no 
doubt agree to make good on any defects legitimately claimed by home pur- 
chasers. If the builder thinks that the complaint is not legitimate or that he 
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is not at fault, the issue can be settled in court as under any other type of 
legal and binding contract. Both the builder and the home purchaser might 
invoke expert judgment in their behalf. The isue would then be adjudicated. 

To keep litigation to a minimum, the FHA and VA might consider including 
a standard arbitration clause in the warranty. In the event of a dispute arising 
under the warranty, the parties could agree on a single arbitrator or an arbi- 
tration board. 

2. Protection of homeowners under title I program.—The abuses that have 
occurred under the title I program have resulted from the irresponsible attitude 
of the FHA in its administration of the program. 

First, the FHA has maintained that it deals only with the bank making 
the loan and that it has nothing whatever to do either with the firm which 
does the work or supplies the equipment or with the homeowner who borrows 
the money. Acting on that premise, the FHA has consistently refused to police 
its loans even though dealers and contractors have misrepresented the trans- 
actions as having the complete endorsement of the FHA. 

Second, although the loan is made to the customer and the customer is re- 
quired to pay it back to the bank in monthly installments, he does not obtain 
the funds directly from the bank. Instead, it is the dealer or contractor who 
gets the eash directly from the bank. The banks seldom attempt to investigate 
the qualifications of the dealers or the worthiness of the loan so long as they 
are assured that the customer will pay back the loan. Thus if the bank makes 
a loan, insured by the FHA, of $2,000 for a job which is worth no more than 
$500, the bank still risks no loss since the loan is insured by the FHA. On 
the contrary, the bank earns a good rate of interest on the loan for an amount 
which far exceeds the actual worth of the work actually done. 

To prevent further exploitation of homeowners and fraudulent profiteering 
by dealers and contractors under the title I program, we recommend: 

1, Dealers and contractors operating under the title I program should be 
licensed by the FHA. The FHA should not issue a license to a dealer-or con- 
tractor unless it is satisfied as to his financial competence, his qualifications to 
do the job, and his past record in the industry. 

2. The contractor or dealer should be required to certify to the lending agency 
the actual costs involved in the job. The lending agency should be required 
to keep a record of these costs for spot inspection by the FHA. 

8. Title I loans should be made directly to the customer and not to the dealer 
or contractor who should receive his reimbursement directly from the customer. 
In this way, the homeowner will know exactly how much he is paying for the 
job and can hold up payments if the dealer or contractor fails to make good on 
his contract. 

4. Title I loahs should be limited to genuine home repair, renovation and 
modernization. They should not extend to luxury-type projects such as swim- 
ming pools, airplane hangars, and other types of structures or equipment which 
are not integral to the provision of living accommodations. 

3. Safeguards in valuation procedures for determining marzimum mortgage 
amounts for FHA insurance.—There is no need for us to describe in detail the 
abuses which have occurred under the FHA 608 program and also under other 
FHA programs as a result of improper valuation procedures for determining 
maximum mortgage amounts for FHA insurance. It would be well, however, 
to bring to the attention of the committee one aspect of these abuses with which 
we are particularly concerned. 

For many years, the A. F. of L. has urged that housing built under the FHA 
or VA program, as well as all other programs involving Federal financial as- 
sistance, be made subject to the requirement for the payment to all employees 
of wage rates prevailing in the locality as determined by the Secretary of Labor. 
We have strongly urged that the Federal Government shou!d not be in the posi- 
tion of helping to make funds available for projects which involve payment of 
substendard wages for any employees. 

We have succeeded in securing the enactment of such requirements for some of 
the FHA programs, including the FHA 608 program. We have found, however, 
that in numerous instances under that program builders flagrantly disregarded 
the requirement to pay the prevailing wage to their employees. When the 
A. F. ef L. brought these cases to the attention of the FHA Commissioner, he 
refused to take any remedial action. The FHA not only refused to insist that 
builders meet the legal requirement to pay the prevailing wage but, as a matter 
of fact, made insured loans on the basis of prevailing wages to builders who were 
actually paying less than the prevailing rates. These builders employed such 
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illegal practices as, for example, paying journeymen craftsmen apprentice rates. 
Since the rents in these projects were based on the amount of the mortgage, in 
effect, the tenants of the projects and the workers who built them, subsidized the 
unserupulous builders who obtained the fraudulently excessive loans insured 
by the FHA. 

To correct these abuses, we urge that the requirements now applying to mili- 
tary (title VIII) and defense (title IX) housing be extended to all housing 
assisted by Government insurance or guaranties. Adoption of such requirements 
would mean that the mortgagor would be required to certify on completion of 
the physical improvements on the mortgaged property, the amount, if any, by 
which the proceeds of the mortgage loan exceeded the actual costs of the physical 
improvements. The mortgagor within 60 days after such certification would 
be required to pay to the mortgagee for application to the reduction of the 
principal obligation of the mortgage the amount, if any, certified to be in excess 
of actual cost. 

CONCLUSION 


These are our specific recommendations designed to prevent specific abuses 
your committee is now considering. Yet, we emphasize that the problem must 
be considered in the broader context of the entire Government-housing policy. 
The overriding principle we have urged—that the Government's role in housing 
should be to help make more good housing available to more people—should not 
only be applied to the particular problems under investigation but also and with 
equal vigor to all housing legislation. In addition, as the A. F. of L. pointed 
out in testimony before this committee earlier this year, it is essential that 
housing legislation be geared to the present realities of the economic life of 
the Nation. It must be responsive to the immediate economic conditions of the 
current business recession, and it must contribute to the long-term health and 
balanced growth of American communities and of the whole economy. 

We urge favorable consideration of our recommendations for assuring neces- 
sary safeguards and protections to consumers, wage earners, and the Govern- 
ment under these programs of Federal insurance and guaranties. We also ask 
that the recommendations we submitted on March 25 be given favorable con- 
sideration as the major step toward achieving a housing program responsive 
to the Nation’s needs. 

The CuarrMan., I want to call Mr. Mason. 

Do you solemnly swear to tell the truth, the whole truth, and nothing 
but the truth so help you God? 

Mr. Mason. I do. 


TESTIMONY OF NORMAN P. MASON, ACTING COMMISSIONER, 
FEDERAL HOUSING ADMINISTRATION 


ant CuarrMan. You are the present Acting Commissioner of the 
FHA ? 

Mr. Mason. That is correct, sir. 

The Cuarrman. How long have you been in that position ? 

Mr. Mason. Since April 15. 

The Cuarrman. Of this year? 

Mr. Mason. This year, 1954. 

The Cuarrman. Now, Mr. Mason, do you have any recommenda- 
tions as a result of your 2 weeks in office, any recommendations to 
make to us as to what we ought to do with the bill that is before us 
with respect to tightening it up to make certain that the same alleged 
— cannot happen again? 

r. Mason. Well, Senator Capehart, I couldn’t have sat in these 
hearings of yours and not hoped that something was going to be done 
to make the Federal Housing Administration do a better job for the 
American public. I have been learning. I am not an expert, as you 
know, at this stage, in the operation of my agency. I couldn’t expect 
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to be in so short a time, but I certainly have learned in your commit- 
tee hearings here, more rapidly than I could learn any other way, some 
of the unfortunate things that are happening in our agency. 

I would just like to say in starting out that I think these hearings 
are very worthwhile things, for 2 or 3 points. In the first place, we 
want to assist our citizens to use this financing help and still protect 
those people from the cheats and the swindlers. I think we need to 
find ways to prevent recurrence of this fraud and unethical practices, 
if it is fraud, in these large-scale loans, and I think the other worth- 
while thing a: are doing is bring to light unethical practices so the 
ethical people in the building indiadtry won’t be smeared with that 
same tar. 

Perhaps, I could tell you some of the things I have done in the 2 
weeks, that you might be interested in. I did the usual things at first. 
I got the staff together and talked with them and I issued memoran- 
dums and so on, but the first real step I took was to set up a review com- 
mittee in my agency—not an investigation, but the technical men in 
my agency to see what loopholes there might be in other programs be- 
cause I felt that I certainly should tell this committee what I could 
find about better ways, as we say it, for changes in the law, and I also 
wanted to know what was needed in administrative actions to tighten 
up the law. 

I have four subcommittees, one on organization, one on the title I, 
repair-and-remodeling loan program, one on rental-housing loan pro- 
grams, and one on for-sale-housing loan programs. These committees 
are at work now. 

Organizationally, it is too early for me to make positive assertions 
but my experience has always been in business that when I went into 
a new company, I could find things that were being done wrong there. 
I didn’t have to look very far, I just had to sit in these hearings to 
understand some of the Saas that have been done wrong, and I am 
especially reviewing the things that have come up in the testimony, 
where people here have indicated that they didn’t know what their 
jobs were, or what they were doing. I have such things to'do as 
workload measurement, whether authority is set in the right line and 
things of that kind. 

I have written a personal letter to each one of these 75 field directors 
around the territory and told them a thing that I learned in your 
committtee and that was that the general impression is that our agency 
is not thinking about the public but we are thinking only about the 
builders and the lenders. i said we have to think oom the builders 
and lenders but the public is of primary importance and I hoped they 
would do that. 

I have also sent memoranda to the lending institutions under the 
title I program because I felt it was very important that right away 
we should tell them that we expect them to exercise not only caution 
as to the proper and legal method of handling, but to use some com- 
monsense about it, too. And then right now I am working on a pro- 
gram to get a public-information service in my agency so that the 
public can know what goes on in the Federal Housing Administra- 
tion. 

These committees have not reported to me yet. They are supposed to 
get their reports in this week and I will make those recommendations 
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to you in writing, or I will come back here, whichever you prefer. I 
have intended to sit in and listen to some of the discussion that is going 
on, and sit in on your meetings here. 

he Cuamman. At May 18 we are going to write up this proposed 
legislation that has been sent to us by the House. e are going to 
recess in a few minutes on our hearing aspect of this matter and on 
May 18 we are going to start writing up the bill. We certainly want 
your recommendations as to what we should and should not do. 

Mr. Mason. I appreciate the opportunity. 

The CuatmrMan. I want to say this to you, we are going to use our 
own judgment this time rather than follow the recommendations 
that we have had in the past, but we still want them. 

Mr. Mason. I think in view of what has happened, you are prob- 
ably well justified in making such a statement. 

Could I answer any questions? 

The Cuatrman. Go ahead if you have anything further. 

Mr. Mason. For instance, on the section 213 cooperative program, 
in this program I certainly think there should be a provision made so 
that we can’t mortgage out. I think there should be one in the sec- 
tion 207 program. The section 207 program is not as vulnerable as the 
section 213, Tecan of a different sort of value that is used in it, and 
because the loan to value ratio is different. I believe in both programs 
it would not be an unjust burden on the institutions to ask them to do 
this. And, sir, having sat here and listened to what has gone on, I 
believe that not any should they not be able to mortgage out but 
they should not be able to get beyond the percentage of the loan that 
they were supposed to get in the first place. I see no reason why, if a 
loan is supposed to be 90 percent of the value, why it should be greater. 

The Cuarman. Then you recommend that we write the law so that, 
if it calls for 80 percent, it will be 80 percent of the actual cost ? 

Mr. Mason. Yes, sir. 

The Cuarrman. If it is 90, it will be 90 percent. 

Mr. Mason. Yes, sir. 

The Carman, If it is 95, it will be 95, and no more and no less. 

Mr. Mason. Well, it could be less, but it shouldn’t be more. 

The CHarrman. Well, I don’t know why it should be less 
particularly. 

Mr. Mason. They could have a mortgage for a smaller amount is 
all I meant. 

The CuamrmMan. My point is, if we agree to take 85 percent of the 
cost, then it ought to be 85 percent of the cost unless the man volun- 
tarily wants to reduce the amount of his mortgage. That is some- 
thing else again. 

Mr. Mason, This is a personal opinion I have just gained in these 
hearings listening, but I Sellen that probably my agency committees 
will report along this same line. I hope they do. 

The Cuarrman. We want you to give a lot of thought as to whether 
you think we should go to 100 percent as the new bill calls for, under 
section 221. 

We also want you to give a lot of thought to whether we ought to 
increase from $2,500 to $3,000 the title I individual loans and increase 
the terms. 
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Mr. Mason. Those are good questions. The first one is a very tough 
question, but it has to have an answer. 

On the section 203 loans, the individual loans, I am not so sure 
that we want—in fact, I believe that, so far as my information goes 
now, what I have learned, we probably do not need this same care 
against mortgaging out, because, as I study these, I see that the indi- 
vidual loan, the section 203 loan, there is no loan made to the builder. 
I mean his insured loan is made only to the buyer and I believe the 
danger there of the abuse is much less, and I don’t think we want to 
put unnecessary burdens on people where they are not needed. 

So far as title I is concerned, think we need to put ter burden 
on the lender. The lender-is one of the two people in this transaction 
who gets paid. He should be a responsible businessman, and should 
be a to sort out from among his customers, the responsible from 
the irresponsible, and I believe that—— 

The Cuatrman. He is on the ground, but if Pittsburgh is doing 
business in Tennessee, it is a little hard to go down there and check 
the Tennessee sale. 

Mr. Mason. I would say it would be very difficult unless Pittsburgh 
had a branch office in Tennessee. In many of those cases where there 
was widespread lending, there were cases of branch offices. For in- 
stance, there were finance companies that use FHA title I. They 
use it now much less than they used to, but they did do business all 
over the country, these finance companies. 

I have listened to these different proposals on coinsurance. I have 
had 3 or 4 made to me and I will come up and report to you my recom- 
mendation which you can use or toss out as you please, but at least 
Iam willing—I am not only willing, but I am glad to do that. 

The CHarrMan. We want all the suggestions and thoughts and 
ideas and help we can get. The point I wanted to make is that I think 
this has taught us a lesson, that Congress ought maybe not to take 
everything for granted that these administration people tell them, and 
check a little deeper into a lot of these things. 

Mr. Mason. You can appreciate, I think, my feelings come into it. 

The Cuareman. No longer are we going to take at face value a lot 
of statements that witnesses make before us. 

Mr. Mason. You can appreciate my feelings, coming into an orga- 
nization and seeing some of the things that have been going on. I 
only came down here because I believe in the American people and I 
— believe in swindling the American people or making it possible to 

0 so. 

The Cuarrman. You don’t want to see them get cheated. 

Mr. Mason. No, sir. 

Those are the suggestions that I have, Senator Capehart. As I say, 
I will be very happy to make a formal written report to you on the 
questions that you have asked me, and any other things we find, be- 
cause I think we will find things we have not known about beforehand. 

The Cuarrman. I think inasmuch as there is another vote and we 
are going to have lots of time here in the future to get into every as- 
pect of this inquiry and investigation, that, if there is no objection 
on the part of the committee members, we will stand in recess to the 
call of the Chairman. 
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Mr. Mason. May I say that my Federal Housing Administration 
stands ready at any time to bring any people up here that you want to 
see and talk to. 3 

The CuarrMan, Thank you and we possibly will want them. 

We will now stand in recess subject to the call of the chairman and 
start writing up the legislation on May 18. 

(Whereupon, at 3:40 p. m., the committee recessed to reconvene at 
the call of the Chairman.) 
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(The following title I regulations, revised to December 18, 1953, 
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1816 HOUSING ACT OF 1954 
TITLE I of eligi 
PROPERTY IMPROVEMENT LOANS ae 


GENERAL ADMINISTRATIVE POLICY APPLICABLE TO 
PROPERTY IMPROVEMENT LOANS REPORTED FOR 
INSURANCE UNDER TITLE I OF THE NATIONAL 
HOUSING ACT 


The Title I program provides an instrument by which financial in- 
stitutions, the building and allied industries, and the Federal Gov- 
ernment combine to assist borrowers to make eligible improvements 
to their property. The operation of the Title I program is based on 
the good faith of all concerned—the good faith on the part of the 
individual borrower who applies for and receives a loan, the good 
faith of the dealer or contractor in carrying out the terms of his 
contract and rendering proper service to the customer, the good 
faith of financial institutions in acquiring and servicing Title I loans, B. 
and the good faith of the Federal Housing Administration in carrying 
out its obligations and responsibilities. While certain regulatory 
measures are necessary to effectuate mutual objectives, a large re- 
sponsibility is placed upon participating lending institutions for the 
exercise of sound discretion and prudent practices in carrying out the 
program. 

The guiding principles set forth herein are to assist the lending 
institution in the proper operation of its Title I lending activity. 

These principles may be interpreted as the general administrative 
policy of the Administration but they are not regulatory. This state- 
ment of policy is presented to clarify certain questions which may 
arise and to offer helpful suggestions gained by the Federal Housing 
Administration in the light of its experience over a number of years. 


QUALIFICATIONS FOR A CONTRACT OF INSURANCE 


Under Title I of the National Housing Act, as amended, the Com- 
missioner is authorized and empowered to insure banks, trust com- 
panies, personal finance companies, mortgage companies, building and 
loan associations, installment lending companies, and other such finan- 
cial institutions, which he finds to be qualified and approves as eligible 
for credit insurance, against losses which they may sustain as a result 
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of eligible property improvement loans. Application for a Contract 

of Insurance may be made upon the proper form to the Federal Hous- 

ing Administration. 

A. The following institutions are eligible to hold a Contract of 
Insurance : 

1, Financial institutions which have held a Contract of In- 
surance and have demonstrated to the Commissioner 
their ability to conduct satisfactorily their Title I 
operations. 

2. Members of the Federal Reserve System, of the Federal 
Home Loan Bank System, and institutions whose de- 
posits are insured by the Federal Deposit Insurance 
Corporation. 

3. Any Federal, State or municipal governmental agency that 
is or may hereafter be empowered to conduct an install- 
ment lending operation. 

B. Any lending institution not hereinbefore mentioned may qual- 
ify for a Contract of Insurance upon application, if it pos- 
sesses the following qualifications and meets the following 
conditions to the satisfaction of the Commissioner : 

1. It is a chartered institution or other permanent organiza- 
tion having succession and having sound capital funds 
properly proportioned to its liabilities and to the char- 
acter and extent of its operations. 

2. It is subject to inspection and supervision by a govern- 
mental agency; or if not subject to such inspection and 
supervision, it submits an independent detailed audit 
of its books made by an accountant satisfactory to the 
Commissioner, and so long as it holds a Contract of In- 
surance, it fifes with the Commissioner similar audits at 
least once in each calendar year. 

8. Its principal activity is lending funds, or investing in 
mortgages, consumer installment notes, or similar ad- 
vances of credit, and it demonstrates its ability to pass 
on borrower’s credit and to effect collections. 

4. It is permitted by statute in the jurisdiction(s), in which 
it proposes to operate, to make loans in the maximum 
amounts and maturities as prescribed by the Act. 

5. It has lending quarters and facilities that are in keeping 
with the accepted facilities of financial institutions mak- 
ing consumer credit type loans. 


TERMINATION OF A CONTRACT OF INSURANCE . 


A Contract of Insurance may be terminated with respect to any 
future business at any time upon 5 days written notice from the 


ie 
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Commissioner where it appears to the Commissioner that a financial 
institution is not exercising proper credit judgment, is not taking the 
steps which may be considered reasonably necessary to safeguard its 
outstanding loans, or is not exercising proper care in selecting those 
from whom it purchases notes. Cancellation of a Contract of Insur- 
ance will in no way adversely affect the insurance reserve on loans 
theretofore accepted for insurance recordation. 

If an insured elects to discontinue the making of Title I loans it 
may request a termination of the Contract of Insurance and all insur- 
ance reserves earned by such insured as of the date of termination by 
the Commissioner will remain to its credit until (1) exhausted by the 
filing of claims for loss, or (2) the liquidation of all Title I loans in the 
portfolio of such insured. It is necessary that notice in writing of 
the contemplated action be given to the Commissioner sufficiently in 
advance of the desired effective date to permit an orderly processing 
of pending loan reports. 


INSURANCE PROTECTION AFFORDED 


The total amount of Title I loans with respect to which the Com- 
missioner may grant insurance and which may be outstanding at any 
one time is set at a maximum of $1,750,000,000. 

An insurance reserve is established for each insured equal to 10 per- 
cent of the aggregate net amount advanced by it on all eligible 'oans. 
It is the lending institution which is insured and not the indi,idual 
loan. From the reserve which may be accumulated there is deducted 
the amount of the claims paid to such insured. On January 1 or July 
1 next following the expiration of a period of 30 months after the 
issuance of the Contract of Insurance to a lending institution by the 
Commissioner the amount of insurance reserve to the credit of such 
insured shall be adjusted by carrying forward into the next semiannual 
period four-fifths of the unused reserves outstanding on each such date. 
The insurance reserve of each insured will be adjusted in like manner 
on each subsequent semiannual period. 

The amount of unused reserves to be carried forward at the beginning 
of each semiannual period will be determined according to the records 
of the Commissioner and a statement showing the amount of such 
unused reserves will be furnished to each insured as promptly as pos- 
sible after the close of each semiannual period. 

Each individual loan is reported to the Commissioner and is accepted 
by him for insurance recordation in reliance upon the certification of 
the institution that the loan was made in accordance with the pro- 
visions of all applicable Regulations. If default occurs and claim for 
reimbursement of loss is made by the lending institution, the claim 
will be paid upon proper audit and finding that the loan was handled 
in accordance with the Regulations. 
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Where reasonable credit judgment is exercised and the institution 
makes a fair volume of loans, the insurance coverage afforded is vir- 
tually a 100 percent guarantee against loss. 


INSURANCE CHARGE 


The Regulations provide for an insurance premium charge of 
three-fourths percent per annum of the net proceeds of each loan 
reported for insurance, except that the charge is one-half percent per 
annum on class 1(b) loans in excess of $2,500, exclusive of financing 
charges, and on class 2 (b) loans having a maturity in excess of 7 years. 
The charge for a full month is made for the fractional period of a 
month of more than 15 days but no charge is made for the fractional 
period of a month of 15 days or less. For example, in the case of a loan 
for a term of 36 months and 15 days a charge is made for 36 months 
and in the case of a loan for a term of 36 months and 16 days a charge 
will be made for 37 months. As an illustration of the computation of 
the insurance charge, if the net proceeds of a loan maturing in 36 equal 
monthly installments beginning 1 calendar month after the date of the 
note is $1,000, the premium charge would be 2% percent (3 years times 
three-fourths percent) of $1,000 or $22.50. 

The lending institution will be billed once a month on all loans re- 
ported for insurance during the previous period, the receipt of which 
have been acknowledged by the Commissioner. Detailed information 
and instructions are available to lending institutions pertaining to the 
computation and payment of the insurance charge so as to avoid 
misunderstanding and assure the efficient handling of the matter with 
the minimum effort. 

No part of the insurance charge may be passed on to the borrower 
directly or indirectly if such charge would cause the total payments 
inade by the borrower to exceed the maximum charge permitted. 


LENDING AREA 


The Federal Housing Administration expects a qualified financial 
institution to confine its Title I business to the trading area usually 
served by the institution in its normal operations. It has been our 
experience that when an institution extends its lending operations, 
beyond a territory which it services in its other lending activities, 
it cannot properly or profitably handle such business. A lending 
institution must be in a position to investigate credits, make periodic 
spot checks of the improvements being financed, and have its own 
employee or qualified representative make personal contact with delin- 
quent borrowers. 





ee ee ee ee 











1820 HOUSING ACT OF 1954 
LOAN CHART filing fe 
hazard | 
The following chart is provided so that the maximum amount, face am 
maturity, and financing charge of an eligible loan may be readily they ma 
determined. Altho 
borrowe 
Type of loan Type improvement —— on Maximum financing charg: the sam 
——— s/s a 1s 
Class 1 (a). eer ing, | 8 Yours 32 days....| $2,600 $5 discount per $100 re aie 
Class 1 (b)... Alteration, repair, improve- 7 years 32days....| | 10,000 | $5 mre 00 be paymen 
isting structure used or to iseount mires $100 rae in It = su; 
ay ie patible 
Clean 2 nd...| Contrentten Otpiamegun | Syeene sates... 3,000 | $5 discount per $100 per note cal 
ture to be used exclusively year. 
for other than residential LATE C 
rahe: Sa ea veameren|: ses ememecen TE Ae 
for agricultural lien, 15 wane 100 if maturity is in é 
purses, oo ofresi- | days. excess of 7 years 32 days. lowing | 
origina 
The added 32-day period is provided in order to permit the maxi- — grantec 
mum of 36, 84, or 180 monthly payments, as the case may be, in the terms. 
event there should be 2 calendar months to the first payment. ee 
ELIGIBLE NOTES ay 
In order that a note may be eligible it is necessary that it bear the ment it 
genuine signature of the borrower(s). The note must be valid and that hs 
enforceable against the “borrower(s)” as defined in the Regulations; Howev 
also any signature in addition to the borrower(s), such as the comakers the ins 
or endorsers, must be genuine. A note bearing the forged signature payme 
of any of the obligors, whether primarily or secondarily liable, is not objecti 
insurable. In this connection, if the note is executed for and on behalf the FI 
of a corporation or in a representative capacity, the note must create a plicati 
binding obligation of the principal. The note must stipulate the num- claim f 
ber and amount of the equal periodical payments, with the first pay- FH-7, 
ment not less than 6 days nor more than 2 calendar months from the eviden 
date of the note. It is suggested that the date fixed by the insured amoun 
institution for the first and subsequent payments should be made agree- the an 
able to the borrower and correspond whenever possible with the date minist 
on which he receives his income. charge 
Notes must contain a provision for acceleration of maturity upon It is 
default, either automatically or at the option of the holder. on the 
FINANCING CHARGES rail 
The maximum financing charge allowed by the Regulations is in- or late 
tended to cover all expenses that may be incurred by the institution paym 


in placing the transaction on its books, except the following expenses 
that may be incurred in taking security for the loan: recording or 
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filing fees, documentary stamp taxes, title examination charges and 
hazard insurance premiums. These costs may not be included in the 
face amount of the note nor paid out of the proceeds of the loan but 
they may be paid by the borrower as a separate item. 

Although the standard formula for determining the charge to the 
borrower contemplates a monthly installment note, it is intended that 
the same resulting ratio shall apply in the case of a note on which 
there is only one payment (or any number more or less than 12) per 
year, as in the case of a farmer or a producer of livestock who is making 
payments in accordance with the dates on which his income is received. 
It is suggested that an interest-bearing note, at the lowest rate com- 
patible with the locality and credit conditions, should be used where a 
note calls for seasonal payments. 


LATE CHARGES 


A late charge is to reimburse the insured for work involved in fol- 
lowing the borrower for a delinquent payment. It is not a part of the 
original finance charge, which is determined at the time the loan is 
granted, on the basis that the note will be paid in accordance with its 
terms. The collection of late charges shall not be considered in com- 
puting the maximum amount which the insured institution may charge 
the borrower for discount, interest, or fees, 

If the borrower makes a payment to be applied to his regular install- 
ment it is not permissible for the institution to deduct late charges 
that have been billed unless the borrower specifies such deduction. 
However, if in the absence of specific instructions from the borrower 
the institution advises the borrower in writing that a portion of his 
payment will be applied to late charges and the borrower expresses no 
objection, such application shall be considered permissible insofar as 
the FHA Regulations are concerned. Evidence supporting the ap- 
plication of late charges collected must be included in the file when a 
claim for loss ismade. The showing of late charges incurred on Form 
FH-7, “Title I Claim for Loss,” will be considered as sufficient 
evidence of billing if the amount of the payment received includes an 
amount to satisfy the full amount of the past due installment, plus 
the amount of the late charge incurred. The Federal Housing Ad- 
ministration does not reimburse the institution for uncollected late 
charges. 

It is not intended that late charges shall take the place of interest 
on the principal after the maturity of the whole obligation. Thus, a 
provision for such interest after maturity will not conflict with the 
limitations set forth in the Regulations which refers only to interest 
or late charges taken on a specific installment for failure to make that 
payment on its due date. 
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LUMP-SUM PAYMENTS 


The acceptance of a voluntary payment of one or more installments 
prior to due date shall not be construed as increasing the maximum 
permissible financing charge as provided in the Regulations. How- 
ever, if the prepayment sum exceeds two full installments it is recon- 
mended that the lending institution have a clear understanding with 
the borrower as to the date of the next payment. Too long a period 
should not elapse between the application of a lump-sum payment and 
the date for continuation of regular payments unless there are legiti- 
mate reasons for an extended lupse of time. It is extremely important 
to maintain the paying habit of the borrower. 


DISCOUNT FACTOR 


A discount of $5 on a $100 note for a period of 1 year, with pro- 
vision in the note for equal monthly installment payments, gives a 
ratio of 0.097166 of total charge paid by borrower to average amount 
outstanding on the debt during the period of the loan. This is the 
maximum charge that may be obtained from the borrower on a note 
of any amount, of any maturity, and regardless of the number of 
installment payments. 

On a 1-year monthly payment note, the discount factor is 0.05. 
On a 24-month note, however, the discount factor is 0.091912; 36- 
month note, 0.130282, ete. On a discount note of $1,000 face amount, 
the amount of discount for 12 months would be $50; for 24 months, 
$91.91; for 36 months, $130.28. 


GROSS CHARGE FACTOR 


A lending institution desiring to ascertain the maximum amount 
of interest and fees it would be permissible to charge the borrower on 
any principal sum in order not to exceed the ratio of 0.097166 of total 
charge to the borrower to average amount outstanding on the debt 
during the period of the loan, can do so by using the gross charge 
factor. Thus, on a 1-year note the gross charge factor is 0.052632; 
on a 24-month note, 0.101215; on a 36-month note, 0.149798. Thus, 
by taking a $950 advance and multiplying by the proper gross charge 
factor the amount of interest and fees allowed for 12 months will prove 
to be $50; for 24 months, $96.15; for 836 months, $142.31. 


TABLES OF CALCULATIONS 


The following factor tables may be used to facilitate the correct 
computation of the maximum financing charges. A lesser charge 
may be taken and is encouraged by the Federal Housing Administra- 
tion. In the center column of each table are installments for any 
maturity up through 36 months. In the left hand column are gross 
charge factors. The amount of cash proceeds (the principal sum 
the borrower receives), multiplied by the gross charge factor for 
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any maturity, will give the maximum permissible amount of interest 
and fees that may be charged the borrower. In the right hand column 
are discount factors. The face amount multiplied by the discount 
factor for any maturity desired, will give the maximum permissible 
amount of discount that may be charged. 


$5 FACTOR TABLES 


INSTALLMENTS PAYABLE INSTALLMENTS PAYABLE 
MONTHLY QUARTERLY 
Number of Number of 

Gross Charge installment Discount Gross Charge installment Discount 
Factor (based payments in Factor Factor (based payments in Factor 

on $1 of net which loan is based on $1 of | on $1 of net which Joan is based on $1 of 
proceeds) to be repaid face amount proceeds) to be repaid face amount 
0. 028340 6 0. 027559 | 0. 024291 1 0. 023715 
. 032389 7 . 031373] . 026437 2 . 035156 
. 036437 8 . 035156} . 048583 3 . 046332 
. 040486 9 . 038911} . 060729 4 . 057252 
. 044534 10 . 042636) . 072874 5 . 067925 
. 048583 11 . 046332) . 085020 6 . 078358 
. 052632 12 . 050000} . 097166 7 . 088561 
. 056680 13 . 053640) . 109312 8 . 098540 
. 060729 14 . 057252) . 121457 9 . 108303 
, 064778 15 . 060837} . 133603 10 . 117857 
. 068826 16 . 064394] . 145749 11 . 127208 
. 072875 17 . 067925] . 157895 12 . 136364 
, 076924 18 . 071429 

. 080971 19 : o7 anon INSTALLMENTS PAYABLE 

. 085020 20 . 078358 

. 089068 21 . 081784 PEMIANNUALLY 

. 093117 22 . 085185 | 0. 048583 1 0. 046332 
. 097166 23 . 088561] . 072874 2 . 067925 
. 101215 24 . 091912| . 097166 3 . 088561 
. 105263 25 . 095238] . 121457 4 . 108303 
. 109312 26 . 098540) . 145749 5 . 127208 
. 113360 27 . 101818} . 170040 6 . 145329 
. 117408 28 . 105072 

. 121457 29 . 108303 INSTALLMENTS PAYABLE 

. 125506 30 ‘ tends ANNUALLY 

. 129554 31 . 114695 

. 133603 32 . 117857 | 0. 097166 1 0. 088561 
. 137651 33 . 120996] « 145749 2 . 127208 
. 141700 34 . 124113] - 194332 3 . 162712 
. 145748 35 . 127208 

. 149798 36 . 130282 


Norg.—Financial institutions desiring $4 or $3.50 Gross Charge or Discount 
Factors, or $5 factors for maturities in excess of 3 years, may secure same by 
writing to the Federal Housing Administration, Washington, D. C. 


PREPAYMENT REBATE 


Where the prepayment of an installment is merely a voluntary pay- 
ment prior to its due date, such payment shall not be construed as 
increasing the ratio provided for in the Regulations. However, if the 
entire balance outstanding on the note is paid in advance, the lending 
institution must make a rebate at a rate not less than 6 percent per 
annum of the amounts so paid in advance of their due dates if the 
lending institution has taken the maximum charge permitted. If a 
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lesser charge has been taken, the rebate must be at not less than a 
proportional rate. The proportional rate to be used where a $4 dis- 
count has been taken is 0.0475 and if a $3.50 discount has been taken 
the rate is 0.0414. The unearned portion of the original charge re- 
tained by the lending institution represents compensation to it for 
making the loan and setting the transaction up on its books. 

The formula for arriving at the minimum rebate is: 


Unmatured balance X6 percent N+1 ny 
TT Se x > minimum rebate 


Nore.—N=number of periods anticipated. M=number of payments per year. 
“Unmatured balance” does not include past due amounts. Substitution of any 
greater percentage for 6 percent is encouraged. 


Example 


Date of Note, June 15, 1950; face amount, $344.94; net proceeds, $300; 
finance charge, $44.94; 36 payments of $9.58, beginning July 15, 
1950; prepaid in full, August 15, 1951. 


.94—(14X$9.58) X0.06 22+1 
Sree gae oe x — 812.12 (minimum rebate) 


The fctlowing table of factors may be used in lieu of the formula to 
calculate the minimum rebate which must be returned to the borrower. 
These factors apply where the maximum $5 rate was used and where 
payments were by monthly installments. 

PREPAYMENT REBATE FACTOR TABLE 


To determine prepayment rebate, multiply amount of monthly in- 
stallment by the applicable factor. 


Number months 6-percent rebate Number months 6-percent rebate 
anticipated factors anticipated factors 
Si aeqrvesinanard>cieruhdeepabebaeians 3. 150 Tip than dines lelicickiieisiialibiiongetin 0. 765 
DR ti da teal 2. 975 Ts i hihdctinlerinastaie lancet 680 
ODE. tihidinndiinwitmaigeltt 2. 805 thai nin bRR 600 
a. ee 2. 640 ee 525 
Telactte cnendiinemec dain 2. 480 Bi eataerrerneienmmminiiiiatiiveiilie 455 
Ps nseernce snes ntiocaneelieailianih 2. 325 FR sii sieiniintcinetd Mahila tnd 890 
Ts >a ineotnibeoriorerierebecmaeeetagiamennian 2.175 Bi now cnciniertasanbeai 330 
WB nine a 2. 030 Wis athlete itn ciintiniatisns 275 
Ti amncpgncinnngiiiiiresceenneeunniaiilas 1. 890 Rein accndiniek nea 225 
OE anknhbih td aimee 1. 755 Din mimo dich inks peQetintelel 180 
i aici —iedie wheiitiadines 1. 625 Tiss qetijeneripinn-ininspipiieetdi 140 
DA i cctnicisec¢B-6+ecrmeee a. 500 Gree anetiurngianrnto<ienniiiaa 105 
De cet <-“insininmipaliaiisintia 1. 380 Din -aretigli--t Sie eergeilaiael 075 
iireinn mcteticlipriac norton 1. 265 Wi at oe ee anohacecntnieinns | a 
SB ocs cLAi ae 1, 155 SoS. ee 030 
, Ses ee 1. 050 Diino teint Ue. 015 
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REFINANCING 


The Federal Housing Administration encourages lending institu- 
tions to utilize the refinancing privilege permitted by the Regulations 
in meritorious cases and where the facts and circumstances of the 
particular transaction justify retention of the account. Such action 
should be taken when it will assist the borrower in paying his obligation 
in full. 

In refinancing notes previously reported for insurance, with or with- 
out an additional advance, the unearned charge must be refunded to 
the borrower. If no additional advance is made, the financial institu- 
tion may assess the borrower a $2 handling charge. 


For simplicity in hendling, it is suggested in the refinancing of an account that 
it be effected on the due date of an installment. 


The formula for computing the amount of the unearned charge is: 


Charge for full term X proration factor ‘earned charge. 
Charge for full term—earned charge=unearned charge. 


Example 


Date of note, June 15, 1950; face amount, $344.94; net proceeds, $300; 
finance charge, $44.94; 36 payments of $9.58, beginning July 15, 
1950; refinanced, August 15, 1951. 


$44.94 < 0.62012 2=$27.87 (earned charge) 
$44.94 —- $27.87 =$17.07 (unearned charge) 


The table of factors on the preceding insert may be used in lieu of 
the formula to calculate the full unearned financing charge which 
must be credited to the borrower’s account. 

Each refinancing transaction should be reported within 31 days from 
the date of refinancing on the Title I Refinancing Report, Form FH-5. 


CREDITS 


In applying for and accepting a Contract of Insurance the lending 
institution assumes certain responsibilities. One of these is the 
responsibility of applying sound principles in the evaluation of credit. 


CREDIT INVESTIGATION AND ANALYSIS 


The lending institution in considering the credit of the applicant 
must bear in mind that available insurance coverage does not relieve 
it of the responsibility of exercising the care that a reasonable and 
prudent. lender would take if the loan were not being offered for 
insurance. 


?The proration ney for the various periods are published in a separate booklet, 
available upon reques 
* Proration factor ne the fourteenth period of a 36-payment loan. 
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The applicant must furnish the lending institution with an executed 
Credit Application on a form approved or provided by the Commis- 
sioner, The lending institution should obtain sufficient supplemen- 
tary information to satisfy itself that the applicant represents a 
reasonable credit risk. If in the judgment of the lending institution 
it is deemed necessary, an individual credit report from a reputable 
credit reporting agency should be obtained plus such other informa- 
tion as is considered desirable. On the basis of all information before 
the lending institution it must then pass upon the reasonableness of 
the credit risk. 

Consideration should be given to the applicant’s ability to pay, as 
determined by the assurance of a steady and sufficient income that 
will allow, after the payment of ordinary living and operating expenses 
plus other obligations, sufficient overage to make payments on his Title 
I loan. Income from rents and other sources should be given con- 
sideration creditwise only when such income is verified and when it 
is determined that the income is of a sufficiently permanent nature 
to continue for the life of the loan. 

The applicant borrower must have a reputation for meeting his 
obligations promptly. The lending institution should satisfy itself 
that approval will not result in an overextension of credit. The in- 
stitution’s profit depends upon the type of credits approved and to 
make a loan to a borrower knowing that the additional indebtedness 
cannot be repaid, benefits no one. 


SECURITY 


In some cases it may be advisable to obtain security in the form of 
endorsers, comakers or collateral. The lending institution, however, 
should never accept security as a substitute for an otherwise unaccept- 
able credit risk. If a security instrument is taken it should be re- 
corded in accordance with the law of the applicable jurisdiction, and 
the cost may be collected from the borrower in addition to the maximum 
permissible financing charge. 


RATIO OF LOAN TO VALUE 

It is important that the lending institution, when considering an 
application for a loan, determine that the valve of the proposed im- 
provements bears a proper relationship to the value of the property 
being improved and that the amount of credit applied for is in proper 
proportion to the value of the work to be done. 

Lending institutions are encouraged to take steps to detect any 
notes based on inflated charges. It is obvious, of course, that notes 
which finance excessive charges represent unsound loans on which 
collection will be difficult if not impossible. More important than 
that, of course, is the fact that lending money under such conditions 
is a practice which is a grave disservice to the people of the 
community. 
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PRIOR APPROVAL OF THE COMMISSIONER 

In the event the proposed loan would result in a total principal 
amount outstanding in excess of $5,000, exclusive of financing charges, 
to any borrower, the prior approval of the Federal Housing Commis- 
sioner must be obtained before the transaction will be eligible for 
insurance. The principal amount outstanding to any borrower applies 
to anyone who, as an eligible borrower on a proposed loan, is prima- 
rily or secondarily liable on any prior Title I obligation. Such ap- 
proval may be obtained from the local insuring office of the Federal 
Housing Administration having jurisdiction over the site of the prop- 
erty to be improved. 

In submitting the transaction for approval, all papers bearing on 
the case, including the recommendation of the institution, the Credit 
Application, balance sheet, profit and loss statement, credit reports, 
and other supporting papers, should be forwarded to the local FHA 
office in order to insure prompt consideration. 


ADDITIONAL LOANS 

If an additional loan is made to the same borrower, it is required that 
the lending institution obtain a new Credit Application in order to 
determine whether there has been any change in the borrower’s con- 
dition of solvency and ability to pay since the previous loan, and also 
in order to determine the eligibility of the use of the proceeds of the 
new loan. 

A borrower may obtain any number of loans to improve one or 
more properties owned by him. However, it is not intended that a 
borrower be permitted to circumvent the specific limitations which the 
National Housing Act places upon the various classes of loans by 
obtaining more than one loan for a single job. In accordance with 
the Statute and Regulations a borrower may secure an amount not in 
excess of the stated maximum amount for one complete job which he 
contemplates at any given time. If, at a later date, as a separate job, 
he undertakes additional work he may secure another loan. Such 
loan, of course, would be subject to prior credit approval of the Com- 
missioner if the additional credit, when added to the principal amount 
outstanding on other class 1 and class 2 loans to the same borrower, 
exceeds the aggregate amount of $5,000. 


DELINQUENCY ON PRIOR LOANS 

If, prior to the disbursement of the loan proceeds, the insured has 
knowledge that the borrower is past due more than 15 days in the 
payment of either principal or interest on an obligation owing to or 
insured by a department or agency of the Federal Government, the 
transaction will not be eligible for insurance. Following are examples 
of some “governmental agencies” : 
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. Federal Housing Administration. 

. Farmers Home Administration. 

. Reconstruction Finance Corporation. 
. Rural Electrification Administration. 
. Veterans’ Administration. 


COLLECTIONS 


An insured lending institution is expected to pursue an aggressive 
policy in the collection of Title I loans. In carrying out such a policy 
it is suggested that use be made of form notices, dictated letters, tele- 
grams, telephone calls, and personal contacts. A system of form 
notices should be established which calls for automatic follow-up, such 
as, the fifth, tenth, and fifteenth days after default occurs. If these 
notices do not produce results, the account should receive special 
handling. The use of the telephone is strongly recommended for 
inside collection and if results are not obtained the borrower should be 
personally contacted by an outside collector. Every effort should be 
made to discover the reason for default and to effect reinstatement of 
the account. It is of the utmost importance to keep in close contact 
with the borrower when his note has become delinquent. Constant 
follow-up is essential to a successful collection program. 

In the case of recalcitrant borrowers who have the ability to pay, 
and the facts of the transaction warrant, the lending institution should 
consider the advisability of instituting legal action. Ample provision 
has been made in the Regulations to reimburse the lending institution 
for the expense which will be incurred in legal proceedings. 

In furtherance of a collection program, lending institutions are 
urged to consider refinancing delinquent loans, within the limits pre- 
scribed by the Regulations, over a longer term with smaller monthly 
payments where borrowers due to illness, unemployment, or other 
legitimate reasons are unable to meet the schedule of payments called 
for by their note. If refinancing is not practicable, lending institu- 
tions may request an extension of the 6 months allowable claim period 
for the purpose of carrying the account delinquent for a longer time, 
in order to work out a satisfactory plan of liquidation. 

It is not necessary for a lending institution to report paid in full 
Class 1 and 2 loans to the Federal Housing Administration. 


ELIGIBLE IMPROVEMENTS 


The following statement of basic policy may be supplemented by a 
specific ruling as to any particular project or item about which there 
may be doubt on the part of the lending institution, upon application 
to the Federal Housing Administration, Washington 25, D. C. Re- 
quests for rulings should be supported, if possible, by descriptive or 
illustrated literature in the case of a specific individual item as well 
as plans and specifications where general projects involving various 
improvements are contemplated. 
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EXISTING STRUCTURES—CLASS 1 (a) LOANS 

The structure to be improved must exist as a completed building 
that is occupied or used, was formerly occupied or used, or has been 
made ready for occupancy or use. 

No part of a loan may be used to finance the cost of completing an 
unfinished structure. This does not exclude a loan for the repair of 
a previously complete structure which has been damaged but not 
substantially destroyed by deterioration, flood, fire, or other casualty ; 
nor the construction of an attached garage, or other attached build- 
ing in connection with a completed house or other existing buildings, 
such as homes, apartment houses, hotels, office buildings, hospitals, 
orphanages, colleges, churches, and manufacturing and industrial 
plants. 

Eligible expenditures include those for structural alterations, re- 
pairs, or additions upon the structure itself, or in connection there- 
with. The enlargement of the size of the structure, a new stairway, 
new flooring, new porch, roof, plumbing, wiring, painting, plastering, 
venetian blinds, awnings, and heating systems, which in themselves 
are alterations and improvements, are eligible expenditures. 

Improvements in connection with the existing structure may also 
include such changes in the status of the ground on which the build- 
ing stands as grading and landscaping, private sidewalks, private 
curbs, fences, and driveways. Likewise the installation of a septic 
tank or cesspool, the drilling of a well together with necessary pump- 
ing equipment and piping, although removed from the structure but 
in connection with the structure, are eligible. 

A loan to convert one type of building into a different type will be 
eligible provided a substantial part of the original building is left 
standing. For instance, a loan for the conversion of a single-family 
dwelling into an apartment would be eligible if the walls and other 
main structural elements are left standing. A new stairway, new 
windows, rooms, porch, etc., may be added, and partitions changed. 

A loan to demolish a structure or to move a structure off the 
premises would not be eligible except where such demolition or mov- 
ing is for the purpose of improving an existing structure remaining 
on the property. 

Loans to finance the cost of insulating an existing structure, putting 
on a new roof, installing a new bathroom, adding closets, repairing 
the floors, walls, or ceiling are eligible. 

Heating systems, including stokers, oil burners, coal, gas, and 
electric furnaces, and plumbing and wiring, when a permanent part 
of the realty, are eligible. 
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Equipment and machinery such as presses, drills, lathes, and other 
similar items used in an industrial or commercial establishment are 
not eligible regardless of the method or permanency of installation. 

Refrigerators, washing machines, ironers, stoves, dishwashers, car- 
peting, draperies, and other household appliances and furnishings 
are not eligible. 

Bearing in mind that loans for eligible repairs, alterations and 
improvements must be upon existing structures or in connection there- 
with, the following principles are applicable: 

(a) The repair, improvement, or addition must be physically 
attached to and a part of the structure or in connection 
therewith. 

(5) Improvements and additions which are removable or by their 
character necessarily temporary, are not eligible. Items 
which are of a nature generally considered as trade fixtures or 
equipment for commercial or industrial use are not eligible. 
A loan for the improvement of a structure to make such 
structure adaptable to the installation of ineligible equip- 
ment and machinery is insurable but a loan for the purchase 
of such ineligible equipment and machinery is not insurable. 
For example, a loan to strengthen the foundation, walls and 
the floors of a structure to hold safely heavy machinery that 
may be installed would be eligible but a loan for the purchase 
of the machinery would not be eligible. 

An ineligible item does not become eligible merely because it 
is attached to the realty. 


C 


— 


(d 


— 


CLASS 1 (b) LOANS 


It is required that the proceeds of a class 1 (b) loan be used to alter, 
repair, improve or convert a structure so as to further its use as a 
dwelling for two or more families. For example, a single family house 
may be converted into a two-family house; a dwelling for two or 
more families may be improved by painting or by installing a new 
heating system or a new plumbing system. It would be eligible to 
alter a commercial building so as to provide living accommodations 
for two or more families. However, it would not be permissible to 
use the proceeds of a class 1 (b) loan to benefit the business that may 
be conducted in a structure, such as installing a new store front, even 
though the building is used or will be used as a dwelling for two or 
more families. 

In order that the lending institution may determine (a) the eligi- 
bility of the proposed work and (b) the fact that the structure to be 
improved is used or will be used for two or more families the borrower 
should clearly indicate the required information in his Credit Applica- 
tion and in the statement of the improvements as required by Regu- 
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Jation VILL, section 1 (d). The lending institution may rely upon such 
information in the absence of information to the contrary. 

“Family” as used in the Regulations is defined as one or more persons 
living, sleeping, cooking and eating on the same premises as occupants 
of one living unit. 

If there is any doubt as to whether a proposed project is eligible for 
class 1 (b) financing, all the facts of the case may be submitted to 
Washington for an official ruling. 


NEW STRUCTURES—CLASS 2 LOANS 

Examples of new structures eligible for a class 2 loan which may 
be erected on improved or unimproved real property are barns, garages, 
service buildings, wayside stands, gasoline stations, tourist cabins, 
bunk houses for itinerant farm laborers, and industrial or commercial 
buildings. 

A class 2 loan may not include the cost of trade equipment used in 
the operation of the business that will occupy the structure. The 
loan may include the cost of heating or lighting systems and similar 
items which are eligible for class 1 improvement loans. For example, 
a loan not in excess of $3,000 may be used to erect a commercial 
building, including a heating system, but no portion of the proceeds 
may be used to buy and equip the structure with trade fixtures. 

The proceeds of a class 2 loan must be used to finance the building 
of a new structure that will be ready for use upon completion. It is 
not permissible to purchase an existing structure nor to apply the 
proceeds to complete a structure that is partially built. 

More than one new structure may be built on a single piece of prop- 
erty but the principal amount of any one loan may not exceed the 
maximum of $3,000 for any one piece of property. For example, if a 
borrower wishes to erect a new barn to cost $1,500 and three separate 
service buildings to cost $500 each, a loan for the full $3,000 would 
be eligible. 

No portion of a class 2 loan may be used for demolishing existing 
structures to make room for a new structure. However, the erection 
of a new structure on an old foundation would be eligible. 


PRIOR LIENS 


A class 1 or a class 2 loan to supplement another obligation not 
reported for insurance, the payment of which is secured by a prior 
lien created in connection with the proposed work, is not eligible. In 
other words, if a borrower were able to obtain a mortgage loan of 
$1,000 and planned to repair or build a structure to cost $3,500 when 
completed, an additional loan of $2,500 would not be insurable. How- 
ever, if the borrower had $1,000 cash, which did not represent the 
proceeds of a loan secured by a prior lien executed in connection with 
the proposed work, a loan of $2,500 would be eligible. 
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SUPPLEMENTAL COSTS 


An eligible class 1 or class 2 loan may include the cost of archi- 
tectural and engineering services. However, a loan may not include 
the cost of land, nor may such items as cost of title search, credit 
reports, appraisals, etc., be included if such costs are in addition to 
the maximum permitted financing charge. 


DEALER RELATIONSHIP 


The financing of property improvement loans is remarkably free 
of misrepresentation and abuse, considering the enormous volume of 
business that is transacted. Nevertheless, there arise from time to 
time unscrupulous dealers who through a variation of circumstances 
endeavor to conduct their business by fraudulent or irregular methods. 
There is no place in the Title I program for such dealers or their 
sales employees. Their prompt identification and elimination is to 
the advantage of all lending institutions and the majority of dealers 
who conduct their operations on a high level, and it also affords a 
measure of protection to property owners. Therefore, it is incum- 
bent on the lender to select carefully the dealers from whom it pur- 
chases notes or with whom it cooperates in making loans directly to 
borrowers and to maintain a constant review and supervision of the 
business generated. 

The closer the association between the borrower, the dealer and 
the lender, the less likelihood there is of credit misrepresentation, 
misapplication of funds, overselling or other abuses. Conversely, the 
more distant the working relationship becomes, the greater are the 
possibilities for intentional or unintentional irregularities. 

Some irregularities growing out of dealer operations arise from a 
lack of understanding of the Regulations while others result from 
carelessness, unscrupulousness, or unlawfulness, These irregulari- 
ties consist of such abuses as grossly overstating the merits of the 
product, faulty workmanship, assuring performance of doubtful 
attainment, stipulating guarantees beyond those of the manufacturer, 
promising cash bonuses on repeat sales in the neighborhood, encourag- 
ing trial purchases, inflating the sale price, and not disclosing to the 
borrower that in addition to the cost of the improvements, his note will 
be for an amount that includes the allowable financing charges. 
Misrepresentation as to durability, performance, permanence, and 
workmanship, are the insignia of the unscrupulous dealer or salesman. 


DEALER APPROVAL 

The Federal Housing Administration does not approve dealers for 
participation in the Title I program. This is a responsibility of the 
lending institution. 
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The Regulations require the insured institution to have a file on each 
dealer containing an application signed and dated by the dealer. It is 
further required that the file contain a signed and dated approval of 
the dealer, such approval being supported by information in the file 
that the dealer is (1) reliable, (2) financially responsible, (3) qualified 
to perform satisfactorily the work to be financed, and (4) equipped 
to extend proper service to the customer. The absence of such a file 
containing the required dealer application and approval with sup- 
porting information is a violation of the regulations and loans pur- 
chased from such unapproved dealers do not meet the requirements 
of the insurance contract. Where claim for reimbursement is shown 
to have resulted from default occasioned by fraud or faulty perform- 
ance on the part of the dealer, the insured may be called upon to fur- 
nish the Commissioner with the file containing its approval of the 
dealer, 

Investigation and approval of dealers should not be considered in 
a cursory manner. The role of the dealer is one of great importance 
as he or his salesmen, in effect, represent the insured institution when 
discussing the terms of financing with the home owner and when ob- 
taining the execution of the loan documents. Thus the dealer should 
not be a stranger to the insured but the latter should have full know!]- 
edge of the principals, the salesmen, and their method of operation. 

Only a thorough investigation will develop sufficient information 
to enable the insured institution to make a sound and proper decision. 
It is contrary to the policy of the Federal Housing Commissioner to 
permit lending institutions to use insurance coverage provided by the 
National Housing Act for the purpose of testing the dependability of 
dealers with whom they have had no previous experience and with 
respect to whom they do not have adequate and reliable information. 

The insured institution must ascertain that: 

1. The dealer is reliable. 

If the insured institution has no knowledge of the reliability of the 
dealer, a thorough check should be made to assure that the dealer is 
honest, trustworthy, and can be relied upon to fulfill the contracts 
he enters into with his customers. Such information may include the 
experience of the local FHA office, experience of other lending insti- 
tutions, Better Business Bureaus, or similar agencies and, should the 
situation demand, the experience of previous customers. 

2. The dealer is financially responsible. 

Information in possession of the insured should clearly indicate 
that the dealer has a reputation for paying his bills promptly and 
has the financial strength to operate his business properly. It is a 
sound practice to obtain from the dealer his current balance sheet and 
profit and loss statement which in turn may be supported by a com- 
mercial credit report. Periodically, this financial information should 
be brought current and the dealer’s financial soundness reviewed in 
the line of current operations. 
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3. The dealer is qualified to perform satisfactorily the work to be 
financed and is equipped to extend proper service to the customer. 
The requirements of the specific case will dictate the information 
necessary to ascertain that the dealer is experienced in the business he 
is conducting and has the organization and equipment to perform the 
work and extend proper service to the customer. In the absence of 
personal knowledge of the dealer, it is recommended that a represent- 
ative of the institution call upon the dealer at his place of business 
and prepare a report clearly showing that he dealer possesses the 
required qualifications. 
It is equally important that the following aspects of each dealer 
operation be carefully considered : 
Salesmen.—Dealers should be cautioned as to hiring itinerant 
salesmen, those whose identity cannot be verified, and individuals 
whose Title I activities are subject to precautionary measures. 
It is recommended that frequent meetings be held with the sales- 
men and supervisory personnel to make certain that they are 
properly instructed as to the insured’s credit and lending policies, 
as well as to the spirit and letter of the Title I Regulations, It 
should be clearly understood by the dealer that he will be held 
responsible for the acts of his salesmen, and the dealer should be 
cautioned in the hiring of new salesmen. Occasionally, unethical 
salesmen traveling from city to city will attach themselves to a 
reputable dealer and develop sales by misrepresentation and false 
promises. Dealers should be advised to obtain a personal history 
statement from each salesman and make a thorough check of his 
antecedents before hiring. 
Improvements to be financed —The dealer file should contain in- 
formation showing the type of work done, the kind of materials 
used, the manner of installation and the price range. This may 
be supplemented by descriptive literature used by the dealer in 
the promotion of his business and such other informational ma- 
terial as may be available. Title I loans should not be used to 
finance products of doubtful merit or those being sold at an in- 
flated sales price. 
INSPECTION OF WORK 
A direct and constant control should be maintained by adhering 
strictly to a policy of verifying periodically the transactions origi- 
nated by each dealer. Such verifications, sometimes called “spot 
checks” or “commodity checks,” are made by the lending institu- 
tion, by a telephone call or preferably by a personal call. A number 
of questions may be asked the borrower to determine whether the 
work stated on the borrower's Credit Application was completed satis- 
factorily, whether the borrower was promised or given any cash, 
whether any unreasonable guarantees were given as to the workman- 
ship or the product, whether the borrower was told that his house 
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would be a “Model” and he would receive a commission on all sales 
generated in the neighborhood, and whether there was a clear under- 
standing as to the cost of the job and the terms of financing. If a 
personal call is made, the representative should formulate an opinion 
as to the workmanship on the job, look for ineligible items, and esti- 
mate whether the cost of the improvement was in keeping with the 
value of the property. 

Whenever an institution has an occasion to withdraw approval of a 
dealer, the file should clearly indicate the reason for the action, the 
date, and indicate by whom taken. 


MAINTENANCE OF RECORD ON EACH APPROVED DEALER 

As a basis for determining whether continued dealer approval is 
warranted the insured institution is required to establish and main- 
tain a separate control record on each dealer indivating at least the 
volume of loans purchased, claims filed, and borrower complaints 
received or irregularities discovered. 

A suggested control record form that an institution may reproduce 
with the addition of space for other data deemed necessary appears 
elsewhere in this statement of policy. 


REPORT TO WASHINGTON 

Material irregularities or unethical practices perpetrated by anyone 
participating in the Title I program should be reported to the Com- 
missioner promptly. 


DISBURSING PROCEEDS OF A LOAN 


TO THE BORROWER 

The lending institution may disburse the proceeds of the note to the 
borrower by cash, by check or money order drawn solely in favor of 
the borrower(s), or by crediting the borrower's account. In such cases 
dealer approval, completion certificates, dealer’s contract or sales 
agreements, and borrower authorization certificates are not required 
for such loans since transactions of this kind are deemed to be “loans 
made directly to the borrower.” 

A loan is not considered as having been made “directly to the bor- 
rower” if the dealer is permitted to participate in the disbursement in 
any manner, such as receiving the check or money order (although 
made payable to the borrower) or accompanying the borrower to the 
institution for the obvious purpose of receiving payment. In other 
words, disbursement must be made to the borrower in such a way that 
he will have complete control of the funds at all times. 


TO THE DEALER 
In connection with all other loans, the financial institution must 

have investigated and approved the dealer and have in its possession, 
properly signed and dated : 

(1) FHA Title I Completion Certificate (FH-2). 

(2) Copy of Dealer’s Contract or Sales Agreement, and, if the 

financial institution is the payee of the note, a 
(3) Borrower's Authorization Certificate. 
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The FHA Title 1 Completion Certificate provides for two types of 
transactions (a) the furnishing and installation of articles and mate- 
rials and completion of all work, and (5) the delivery of articles and 
materials only. In either case the services performed by the dealer 
must constitute the entire consideration for which the note was exe- 
cuted and delivered by the maker. Under this provision, articles and 
materials or services not to be delivered or performed by the dealer 
may not be included in the transaction. The Completion Certificate 
may be reproduced provided the minimum size is 8 x 7 inches and there 
is no deviation as to content or format ; except, that if only one type of 
transaction is to be handled the reproduction of the Completion Cer- 
tificate omitting the certification that is not applicable will be 
permitted. 

An acceptable form of Borrower's Authorization Certificate is re- 
produced in this booklet. It is permissible to incorporate the contents 
of the Borrower's Authorization Certificate in the note, Credit Appli- 
cation, or Completion Certificate. Lending institutions are urged to 
consult their own attorneys as to what effect, if any, such incorporation 
will have on the validity and enforceability of the note. 

The purpose of the foregoing disbursement procedure is to protect 
the borrower, the lending institution, and the Government by making 
certain that all improvements contracted for are actually completed to 
the borrower’s satisfaction and that other persons do not obtain the 
loan proceeds without the work being completed. 


DEALER’S CONTRACT OR SALES AGREEMENT 

In dealer disbursement transactions lending institutions are re- 
quired to obtain a copy of the Contract or Sales Agreement, signed by 
the borrower and the dealer, describing the type and extent of im- 
provements to be made and the material to be used. The Contract or 
Sales Agreement must be of a type regularly used by the dealer in his 
business. Signatures on the lender’s copy may be a carbon imprint 
of the signatures on the original Contract or Sales Agreement, 

The Federal Housing Administration does not approve or furnish 
dealer Contract or Sales Agreement forms. If a dealer has any ques- 
tion regarding his Contract or Sales Agreement he should obtain the 
advice of counsel in the jurisdiction where operations are contem- 
plated. 

The following chart is self-explanatory and may be used as a con- 
venient reference in determining when the three instruments discussed 
in the foregoing are required : 














| | Required 
When note is payable to— And proceeds are ~aid to— | Completion » Borrower's 
| certificate - eee authorization 
(FH-2) certificate 
Lending institution. _........| Borrower..........-........... | Miniaiectn as Mes saedarce No. 
Do. One other than borrower Yes =] BOB. st.) ea 
Do. ..| Borrower and another jointly..| Yes -tveth COtestceueny INO, 
Payee other than lending | Payee on endorsement Yes Yes No. 


institution. } 
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ADVANCE NOTICE TO THE BORROWER 

At least six calendar days prior to making disbursement to a dealer 
the lending institution is required to give the borrower written notice 
of the approval of his credit application. If, for example, the notice 
is mailed on the first day of the month, disbursement shall not be made 
before the seventh day of the month. It is not required that the bor- 
rower acknowledge receipt of the notice. However, the insured must 
have a record of having mailed or delivered such notice. An accept- 
able record of delivery would be a dated carbon copy of the notice or 
a dated entry in the borrower’s loan file. 

Supplies of the advance notice are not furnished by FHA as it is 
believed that institutions should issue the notice on their own station- 
ery. As the Regulations require such notice on a form approved by 
the Commissioner, this shall be considered as official approval of any 
notice that contains in its text the following minimum data: 


[Letterhead of institution ] 


ADVANCE NOTICE TO APPLICANT FOR FHA TITLE I 


LOAN 
songoayinnpapeiiiesiiiieianitnlaia ataitaaiia te tile praasieanitecisenen tapeain RED  cucwonmtinibiebuninriin 
(Borrower's name) 
aa ae AS (Address) ——(i‘isés™S™S 
We have approved your FHA application for credit in the net amount of 
$ iccipadebieate A a TOP Gsiisi.ca months under Title I of the National Housing Act 
CD Ste -nineoinchioeedaneknencnwongblbiels 
(Dealer) 


Please notify us immediately if you have any questions regarding the trans- 
action. 


(Name of institution) 


Lenders are encouraged to add to this notice any additional materia] 
that may be helpful to the homeowner in fully understanding the 
transaction. Notices in use by some lenders indicate the gross amount 
of the loan, the amount of the monthly payment and the finance 
charge. Frequently, a warning is expressed against bonus selling and 
the borrower is cautioned that the completion certificate should not 
be signed until he is satisfied as to the completion of the job. 


VERIFICATION OF SIGNATURES 

Care should be exercised to check the signatures on the borrower's 
portion of the Completion Certificate and Borrower's Authorization 
Certificate with the signatures on the Credit Application and Note 
as a precaution against forgery. 
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PRECAUTIONARY MEASURES lect 

Occasionally there are dealers or salesmen employed by them, who tele 
tend to abuse the privileges accorded under the program. When ord 
such irregularities or disregard for the Statute and Regulations are act 
brought to the attention of the Federal Housing Administration, lend- the 
ing institutions will be notified. When such notification is received J 1 
from the Commissioner, or his authorized agent, the provisions of FF inst 
Regulation V ILI, section 2, will apply. bor 

Lending institutions are encouraged to consult the local Federa) F&F Col 
Housing Administration Field Office if a dealer problem arises where 4 sui 


they feel assistance is needed. i bee 


CLAIM FOR LOSS * 


Claim for reimbursement of loss on an eligible note may be made 
to the Commissioner at any time after the note is in default and written 
demand has been made upon the borrower for payment in full of the 
obligation. Claim for loss must be filed within 31 days when any full 
installment has become 6 months in default, unless an extension of the 
«llowable claim period has been granted by the Commissioner. 

An insured may proceed against any security taken and file claim 
for deficiency, if any, provided the approval of the Commissioner is 
obtained. 


COMPUTATION OF THE ALLOWABLE CLAIM PERIOD 


If the equivalent of a full installment is received prior to the expi- 
ration of the 6-month period, the amount of such payment should be 
credited to the earliest unpaid installment and the 6-month period 
shall be calculated from the date of the first following installment 
remaining unpaid. 

For example: If the note calls for monthly payments of $30, 
clue the first of each month, and the borrower defaults on his January, 
February, March, April, May, June, and July installments, claim must 
be filed by the institution on or before August 1. 

If the borrower had, however, defaulted on his January and Febru- 
ury instalments but in March made a $15 payment and in April a 
$15 payment, the total of these two payments would be credited to 
the January installment. In so doing the January default is cured 
und the February 1 installment then becomes the first one in default 
and the 6-month period is calculated therefrom. If no additional 
payments are made, claim, in this case, must be filed by the institution 
on or before September 1. 


COMPUTATION OF CLAIM FOR LOSS 


The claim for loss report should be executed in complete detail when 
submitted to the Administration. If all necessary information is sup- 
plied initially, delay in auditing claims for loss will be avoided. 

The claim file should contain information or a statement giving 
the reason for default. It should include all credit information, col- 
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lection correspondence with the borrower and memoranda covering 
telephone calls and personal contacts. This information is desired in 
order to assist the Federal Housing Administration to take the proper 
action at once in salvaging the account and protecting the interest of 
the Government. 

The insured should file timely claim in bankruptcy, creditor, and 
insolvency proceedings and in proceedings in connection with decedent 
borrowers’ estates, if notified thereof prior to filing claim with the 
Commissioner, and also should give the Commissioner notice of any 
suit instituted prior to such claim being filed in which the insured has 
been made a party by reason of being the holder of the insured 
obligation. 

Example 

In the following example it is shown how much a lending institution 
would be entitled to as a claim under its Contract of Insurance : 

Suppose on a $1,000, 3-year note, dated August 1, and payable in 
monthly mstallments of $27. 78 the maximum discount of $130.28 was 
taken. Payments were received as follows: The first five payments 
were made on the dates due; that is, September 1, October 1, November 
1, December 1, and January 1; the payment due February 1 was re- 
ceived 60 days late; that is, April 1. No additional payments were 
received and the lending institution matured the note, demanded pay- 
ment of the full unpaid balance, brought suit, and obtained judgment. 
On July 1, $50 was collected. Nothing more was received, and appli- 
cation for reimbursement for loss was filed on July 25. 

In calculating claims, the date of default from which the institution 
is entitled to 4 percent interest is, in this instance, March 1; that is, 
the earliest date on which an installment was due and for which full 
payment was not received prior to the maturing of the note. There- 
fore, the above claim would include the following items: 


1. Charge for full term of loan, $130.28. 
This charge is to be prorated to the date of default. 
The proration is figured on the basis of the number of full install- 
ments received prior to the date demand was made for the full 
unpaid balance. 


Charge prorated to date of default__ __ tS ee $45. 19 
Proceeds of loan (amount received by borrower) ($1,000-$130.28)_ 869. 72 
eee Ger OF Meteeres. sie a ee ee on” ae 
Less amount received in regular installments____________ ...... —166.68 
Unpaid principal at time of default__.._.._..........-..-.. 1748.23 
Less amount received other than in regular installments. _____- 50. 00 
eee? COR * ptOetinebi seo DL ha) ak a eal 698. 23 
2. Interest earned at 4 percent on $748.23 from March 1 to July. re 10. 00 
Interest earned at 4 percent on $698.23 from July 1 to July 25 (date 
of application for reimbursement) —~...........-.---~_-- 1. 84 
3. Uncollected court costs and disbursements__..........--..-.--~- 6. 00 
. Attorney's fees, 15 percent of $50 (amount collected after default) - 7.50 
Attorney's fees for securing judgment___.........--.-.-.------_- 25. 00 
6. Additional attorney’s fees (action contested and judgment ob- 
Ss, ene a ea os oer MOND 0 ap epealitaes podichenoins carpe eat wullen tenn oan *91. 67 
SENN TTR Oa sdecerienlacerrrinsiiingn = <0-nde aren 840. 24 


‘$50+5% of $833.32. 
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FH-2 Form Approved 
Revised October 1953 Budget Bureau No. 63-R2825 


FHA TITLE I COMPLETION CERTIFICATE 


(Work done or materials delivered) 


Tet: saesi bes 2a Lael scape ests OOLUS SU ER LU - 
(Financial institution) (Address) 

In accordance with my (our) credit application dated -_._.........._- , for a 

loan pursuant to the provisions of Title I of the National Housing Act: 

CHECK HERE IF LOAN IS TO PAY FOR COST OF MATERIALS AND INSTALLATION 

() I (we) hereby certify that all articles and materials have been furnished and 
installed and the work satisfactorily completed on premises indicated in my 
(our) credit application. 

CHECK HERE IF LOAN COVERS ONLY THE PURCHASE OF MATERIALS. 

CL) I (we) hereby acknowledge receipt in satisfactory condition of the materials 
described in my (our) credit application. 
I (we) certify that I (we) have not been given or promised a cash payment or 
rebate nor has it been represented to me (us) that I (we) will receive a cash 
bonus or commission on future sales as an inducement for the consummation 
of this transaction. I (we) understand that the selection of the dealer and the 
acceptance of the materials used and the work performed is my (our) responsi- 
bility and that neither the FHA nor the financial institution guarantees the 
material or workmanship or inspects the work performed. 


NOTICE TO BORROWER 
Do not sign this certificate until you are satisfied that the dealer has carried out his obligations to you and 
that the work or the materials have been satisfactorily completed or delivered. 


oe .c2. eee 


Borrower Signature _._______- reset ee 


Borrower Signature _- 





For the purpose.of inducing the payment of proceeds of this loan and the insurance 
thereof by the FHA the undersigned certifies and warrants ‘that: 


(1) The above work or materials constitute the entire consideration for which this 
loan is made, (2) a copy of the contract or sales agreement has been delivered to 
the borrower and the above financial institution, (3) this contract contains the 
whole agreement with the borrower, (4) the borrower has not been given or 
promised a cash payment or rebate nor has it been represented to the borrower 
that he will receive a cash bonus or commission on future sales as an inducement 
for the consummation of this transaction, (5) the work has been satisfactoril) 
completed or materials delivered, (6) the above certificate was signed by the 
borrower after such completion or delivery, (7) the signatures hereon and on the 
note are genuine, (8) all bills for labor or materials have been or will be paid. 


If any of the above representations prove incorrect, the undersigned agrees to 
promptly repurchase the note from the financial institution or from the FHA 
as the case may be. 


DEALER SIGN HERE 
Date __. : ak: 


WARNING: Any person who knowingly makes a false statement or a misrepre- 
sentation in this certificate shall be subject to a fine of not more than $5,000 or to 
imprisonment for not more than 2 years, or both, under provisions of the United 
States Criminal Code. 
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Form Approved 
Budget Bureau No, 63-Rx44 


FHA TITLE I DEALER APPLICATION 
To er il 


(Insured institution) (Date) 

The following information is furnished for the purpose of inducing you to 
approve my (our) application as a dealer, pursuant to the provisions of Regulation 
VIII, Section 1 (a) issued by the Federal Housing Commissioner under the 
authority contained in Title 1 of the National Housing Act. 


Business name : noid: ees nd 


Address hi i ‘ ial a .. For past. _. years 
(Street) (City) (Zone) (State) 


Previous address . For years 
(Street) (City) (State) 


Type of business Date established 
(General contracting, lumber yard, heating, etc.) 


Ownership: [) Sole owner {_] Partnership ) Corporation 
Principals: - a 
(Name) (Title) (Home address) 
(Name) (Title) (Home address) 


(Name) (Title) (Home address) " 
Trade references (name suppliers gf major products financed under Title I FH A 


Name Address 


Bank of deposit 


Have discounted paper with: 
From. 2i..... @ 
(Name) (Address) (year) (year 
From. --_. . to 
(Name) (Address) (year) (year 
If paper to be financed represents the sale of a specialty product, indicate trade 
name and manufacturer 


(Attach descriptive literature and price list) 
Sales area Number of branches 
Address of branches 


Describe any guaranty given buyers 


Financial statement as of ‘ is attached. 
(Date) 

I (we) understand that I (we) are fully responsible for the Title I activity of all 
sales personnel, that ethical and proper selling practices will be followed, and that 
immediate attention will be given to all complaints involving materials, work- 
manship or sales representations. 

I (we) certify that the statements are true. I (we) understand this application 
shall remain the property of the financial institution to which it is submitted 
and, if requested, a copy may be furnished to the Federal Housing Administration 


NN oF 


Name gt 
(Title) 


WARNING: Any person who knowingly makes a false statement or a misrepre- 
sentation in this certificate shall be subject to a fine of not more than $5,000 or 
to imprisonment for not more than 2 years, or both, under provisions of the 
United States Criminal Code. 
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rHIs SPACE FOR USE OF DEALER IN SUPPLYING ADDITIONAL INFORMATION 





THIS SPACE FOR USE OF INSURED INSTITUTION 
Dealer given copy of dealer guide. 
() Firm and all principals checked against precautionary measures list. 
(} References checked. 
() Credit report dated attached. 
Previous lenders checked. 
Place of business inspected by 


Date 


Remarks __-_- heii, 2 


The dealer whose application appears on the reverse hereof has 
been approved after such investigation as we consider necessary to 
establish that the dealer is reliable, financially responsible and qualified 
to perform satisfactorily the work to be financed and to extenc proper 
service to the customer. 


Dealer approved -_.___.-___-- a 
By: - 
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PART I° 


REGULATIONS 


OF THE FEDERAL HOUSING COMMISSIONER 
GOVERNING PROPERTY IMPROVEMENT LOANS UNDER 
TITLE I OF THE NATIONAL HOUSING ACT 





REGULATION I 
CITATION 


These regulations may be cited as the “Regulations of the Federal 
Housing Commissioner Governing Property Improvement Loans 
effective July 1, 1947.” 


REGULATION Il 
DEFINITIONS 


As used in these Regulations the term— 

1. “Acé” means the National Housing Act, as amended, 

2. “Administration” means the Federal Housing Administration. 

3. “Commissioner” means the Federal Housing Commissioner or 
his duly authorized representative. 

4. “Contract of Insurance” includes all of the provisions of these 

Regulations and of the applicable provisions of the Act. 

5. “Insured” means a financial institution holding a Contract of 
Insurance under Title I of the Act. 

6. “Zoan” means an advance of funds or credit or the purchase of 
an obligation evidenced by a note. 

7. “Note” includes a note, bond, mortgage, or other evidence of 
indebtedness, 

8. “Payment” includes a deposit to an account or fund which 
represents the full or partial repayment of a loan. 

9. “Borrower” means one who applies for and receives a loan in 
reliance upon the provisions of the Act and whose interest in the 
property to be improved is (1) a fee title, or (2) a life estate, or 
(3) an equitable interest under an instrument of trust or con- 
tract, or (4) a lease having a fixed term, expiring not less than 
six calendar months after the maturity of the loan, 


‘Part II governs Class 8 new home loans. Authority to insure such loans expired 
April 20, 1950. 
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10. “Class 1 (a) Loan” means a loan, other than a loan defined in 
Section 11 of this Regulation as a “class 1 (b) loan,” which is 
for the purpose of financing the repair, alteration, or improve- 
ment of an existing structure or of the real property in connec- 
tion therewith, exclusive of the building of new structures. The 
term “existing structure” means a completed building that has 
or had a distinctive functional use. 

11. “Class 1 (6) Loan” means a loan which is made for the purpose 
of financing the alteration, repair, improvement, or conversion 
of an existing structure used or to be used as an apartment 
house or a dwelling for two or more families. 

12. “Class 2 (a) Loan” means a loan which is for the purpose of 
financing the construction of a new structure which is to be 
used exclusively for other than residential or agricultural 
purposes, 

13. “Class 2 (b) Loan” means a loan which is for the purpose of 
financing the construction of a new structure for use in whole 
or in part for agricultural purposes, exclusive of residential 
purposes, 

14. “Class 1 Loan” includes both “class 1 (a)” and “class 1 (b)” 
loans as defined in sections 10 and 11 of this Regulation. 

15. “Class 2 Loan” includes both “class 2 (a)” and “class 2 (b)” 
loans as defined in sections 12 and 13 of this Regulation, 


REGULATION Ill 


ELIGIBLE NOTES 


1. Validity.—The note shall bear the genuine signature of the bor- 
rower as maker, shall be valid and enforceable against the bor- 
rower or borrowers as defined in Regulation II, section 9, and 
shall be complete and regular on its face. The signatures of all 
parties to the note must be genuine. If the note is executed for 
and on behalf of a corporation or in a representative capacity, 
the note must create a binding obligation of the principal. 

2. Acceleration clause.—The note shall contain a provision for 
acceleration of maturity, either automatic or at the option of 
the holder, in the event of default in the payment of any install- 
ment upon the due date thereof. 

. Payments.—The note shall be payable in equal monthly, semi- 
monthly, or weekly installments. The first installment or the 
final installment may be more or less than the other installments 
provided that it is not less than one-half or more than one and 
one-half times the amount of a regular installment.'' A note may 


a 
_ 


1As amended October 28, 1953. 
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not provide for a first payment less than 6 days nor more than 2 
calendar months from the date of the note. However, if 51 per- 
cent or more of the income of the borrower is derived directly from 
the sale of agricultural crops, commodities, or livestock produced 
by him, a note may be made payable in installments corresponding 
to income periods shown on the Credit Application. In such 
cases, the first payment must be made within 12 months of the date 
of the note and at least one payment shall be made in each 12 
months thereafter, provided that no two payments shall be more 
than 12 months apart, and the proportion of total principal to be 
paid in later years shall not exceed the proportion of total prin- 
cipal payable in earlier years. In lieu of an installment note 
payable in equal periodic installments a loan may be evidenced by 
a series of notes provided each is of an equal amount as provided 
in this Regulation and that each note indicates on its face that it 
is one of a series signed by the same borrower. 


. Maturity.—(a) Minimum—The note shall not have a final ma- 


turity of less than 6 calendar months from the date of the note. 
(6) Maximum—The maximum permissible maturity of a note 
evidencing : 

(1) A class 1 (a) or a class 2 (a) loan is 3 years and 82 days 
from the date of the note, 

(2) A class 1 (b) loan is 7 years and 32 days from the date of 
the note. 

(8) A class 2 (b) loan is 7 years and 32 days from the date of 
the note, except that if a class 2 (b) loan is secured by a 
first mortgage, first deed of trust, or other security instru- 
ment constituting a first lien upon the improved property, 
the loan may have a final maturity not in excess of 15 years 
and 32 days from the date of the note. 

(4) A combination of any of the above classes of loans shall be 
no greater than the maximum maturity governing that 
component part of the loan having the shortest maturity if 
made alone. 


. Late charges.—The note may provide for a late charge, not to 


exceed 5 cents for each $1 of each installment more than 15 days 
in arrears. No late charge on a past due installment may be 
accrued in excess of $5. In lieu of late charges, notes may 
provide for interest on past due installments at a rate not in 
excess of the contract rate in the jurisdiction in which the note 
is drawn. The borrower must be billed for the penalties collected 
as such, and evidence of such billing must be in the file if claim 
is made under the Contract of Insurance. 
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REGULATION IV 
MAXIMUM AMOUNT OF LOANS 


1. Class 1 (a) loan.—A class 1 (a) loan shall not involve a principal 
amount, exclusive of financing charges to the borrower, in excess 
of $2,500. ‘ 2. 
2. Class 1 (b) loan—A class 1 (b) loan shall not involve a principal 
amount, exclusive of financing charges to the borrower, in excess 
of $10,000. 
8. Class 2 loan.—A class 2 loan shall not involve a principal amount, 
exclusive of financing charges to the borrower, in excess of $3,000. 


REGULATION V 
FINANCING CHARGES z 


So 


1. Maximum charge.—The maximum permissible financing charges, 
exclusive of fees and charges as provided by section 2 of this 
Regulation, which may be paid by the borrower for interest, F 
discount, and fees of all kinds in connection with the transaction, [ff 
shall be computed as follows: 

(a) Class 1 loans having a principal amount not in excess of 
$2,500 shall not have a financing charge in excess of an 
amount equivalent to $5 discount per $100 original face 
amount of a 1-year note, to be paid in equal monthly install- 
ments calculated from the date of the note. 

(5) Class 1 loans having a principal amount in excess of $2,500 
shall not have a financing charge in excess of an amount 
equivalent to $4 discount per $100 original face amount of 
a one year note, to be paid in equal monthly installments 
calculated from the date of the note. 

(c) Class 2 loans shall not have a financing charge in excess of 
an amount equivalent to $5 discount per $100 original 
face amount of a 1-year note, to be paid in equal monthly 
installments calculated from the date of the note, except 
that class 2 (b) loans having a maturity in excess of 7 years 
and 32 days shall not have a financing charge in excess 
of an amount equivalent to $3.50 discount per $100 original 
face amount of a 1-year note, to be paid in equal monthly 
installments calculated from the date of the note. 

Such charges correctly based on tables of calculations issued 
by the Federal Housing Commissioner are deemed to comply 1. 
with this Regulation. 





pal 
CESS 


ipal 
CeSs 


ant, 
000, 


ges, 
this 
rest, 
ion, 


3 of 
an 
face 
tall- 


»500 
unt 
t of 
ents 


s of 
inal 
thly 
cept 
ears 


‘inal 
thly 


sued 
aply 








bo 


Co 


> 


_ 


HOUSING ACT OF 1954 1849 


An increase in the ratio of the charge to the average amount 
outstanding on the debt over the maximum provided in this 
Regulation, which increase results from the first payment falling 
due less than 30 days after the date of the note as provided in 
Regulation ITI, section 3 shall not be deemed to be in conflict with 
this Regulation. 


. Permissible additional charges.—If the insured takes security in 


the nature of a real-estate mortgage, deed of trust, conditional 
sales contract, chattel mortgage, mechanic’s lien, or other se- 
curity device for the purpose of securing the payment of eligible 
loans, the insured may collect from the borrower, in addition to 
the maximum permissible financing charge as provided in section 
1 of this Regulation, the following expenses actually incurred by 
the insured in connection with the transaction: Recording or 
filing fees, documentary stamp taxes, title examination charges 
and hazard insurance premiums, provided that such costs or ex- 
penses are not paid from the proceeds of the loan or included in 
the face amount of the note. Such costs or expenses shall-not 
be included by the insured as a portion of a claim under the Con- 
tract of Insurance and if such costs or expenses are assessed 
against the borrower, proper evidence thereof should be in the 
file. 


. Partial disbursement of proceeds.—If the insured in purchasing a 


note takes the maximum charge permitted by this Regulation, 
but employs a “hold-back” and does not advance the entire pro- 
ceeds of the note to the seller, it shall calculate its financing 
charge on the amount advanced and credit to the account of the 
seller the difference between the financing charge calculated on 
the face amount of the note and the financing charge calculated 
on the amount advanced. 


. Prepayment rebate.—If a note is paid in full prior to maturity, 


the insured shall make a rebate at a rate not less than 6 percent 
per annum of the amounts so paid in advance of their due dates, 
if the maximum permissible financing charge in connection with 
the transaction is in an amount equivalent to $5 discount as 
provided in section 1 of this Regulation. If a lesser charge has 
been taken, the rebate shall be at not less than a proportional 


rate. 
REGULATION VI 
CREDITS AND COLLECTIONS 


. Credit Application—Prior to making a loan the insured shall 


obtain a dated Credit Application executed by the borrower on 
a form approved by the Commissioner. A separate Credit Ap- 
plication is required for each loan made or note purchased. 
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2. 


> 


Credit investigation—The Credit Application, supplemented by 
such other information as the insured deems necessary, must, in 
the judgment of the insured, clearly show the borrower to be 
solvent, with reasonable ability to pay the obligation and in other 
respects a reasonable credit risk. If, after the loan is made, an 
insured who acted in good faith discovers any material misstate- 
ments or misuse of the proceeds of the loan by the borrower, 
dealer, or others, the eligibility of the note for insurance will not 
be affected. However, the insured shall promptly report such 
discovery to the Commissioner. 


3. Outstanding FHA and direct Federal obligations.—The proceeds 


of a loan shall not be disbursed if the insured has knowledge that 
the borrower is past due more than 15 days as to either prin 
cipal or interest with respect to an obligation owing to, or insure 
by, any department or agency of the Federal Government, pro- 
vided that nothing contained herein shall prevent the making of a 
loan otherwise eligible, even though the borrower is in default 
under such an obligation by reason of his military service and 
the approval of the Commissioner is obtained. 


. Past due Title I notes at time of purchase-—A note shall not be 


purchased when any installment thereon is past due more than 
15 days at the date of purchase except purchases of notes under 
the provisions of Regulation XII. 


. Prior approval by Commissioner —Any loan which increases thie 


principal amount outstanding as to all class 1 or class 2 loans to 
any individual borrower to an amount in excess of $5,000, ex- 
clusive of financing charges, will be accepted for insurance only 
upon prior approval of the Commissioner. 


. Security —The taking of security to secure the payment of 


loan is left to the discretion of the insured unless specifically 
required by the Commissioner in accordance with the provisions 
of section 5 of this Regulation or of Regulation ITI, section 4 (3). 
An insured may permit the substitution or subordination of secu- 
rity provided it can be shown when claim is made that at the time 
of such action the original security value was not impaired or 
reduced as a result of such action. Upon presentation of the 
facts the prior approval of the Commissioner may be obtained by 
the insured to any proposed substitution or subordination of 
security. 

Collections.—The insured is required to service loans in accord- 
sance with acceptable practices of prudent lending institutions. 
In the event of default, the insured should have adequate facil- 
ities for contacting the borrower and otherwise exercise diligence 
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in collecting the amount due. The insured is responsible to the 
Commissioner for proper collection efforts even though actual 
collection may be performed by an agent. 


REGULATION VII 
ELIGIBLE EXPENDITURES 


. Property location.—The property to be improved shall be located 
within the United States, its Territories, or possessions. 


2. Use of proceeds —The proceeds of a loan shall be used only to 


finance alterations, repairs, and improvements upon real property 
or in connection with existing structures, commenced in reliance 
upon the credit facilities afforded by Title I of the act. 


. Reliance on Credit Application—aAn insured acting in good faith 


may, in the absence of information to the contrary, rely upon all 
statements of fact made by the borrower, which are called for by 
the borrower’s Credit Application, in determining the eligibility 
of the improvements to the property. 


. Technical services and direct costs—The proceeds of a loan may 


oe 


— 


be used to pay the cost of architectural and engineering services, 
and fees paid for obtaining building permits that are directly 
connected with the eligible alterations, repairs, or improvements 
financed in accordance with these Regulations. 


5. Supplementing an uninsured obligation—The proceeds of a 


loan shall not be used to supplement another obligation of the 
borower not reported for insurance, the payment of which is 
to be secured by a prior lien created in connection with the pro- 
posed alteration, repairs, or improvements. 


REGULATION VIII' 
DISBURSEMENT OF LOAN PROCEEDS 


. Disbursement.—Before disbursing the proceeds of a loan, the 
insured shall: 

(a) Dealer approval.—Have approved the dealer after such in- 

vestigation as the insured considers necessary to establish 

to its satisfaction that the dealer is reliable, financially 


‘As amended, effective December 1, 1953. 





HOUSING ACT OF 1954 


responsible and qualified to perform satisfactorily the work 
to be financed and to extend proper service to the customer. 
This approval shall be evidenced by an application signed 
and dated by the dealer and signed and dated by the insured 
on forms approved by the Commissioner. The dealer 
application, the approval by the insured, together with 
supporting information and a record of the insured’s ex- 
perience with the loans originated by such dealer shall be 
in the insured’s file. New dealer applications and dealer 
approvals need not be executed in connection with dealers 
who have been approved and to whom the insured has dis- 
bursed loans during the 12-month period prior to December 
1, 1953. For the purpose of this Regulation the term 
“dealer” means the one who executed the dealer’s completion 
certificate. 


(6) Completion certificates.—Obtain a completion certificate 
signed by the borrower and a completion certificate signed 
by the dealer on forms approved by the Commissioner. 
An insured shall not disburse the proceeds of a loan, if, 
as an inducement for the consummation of the transaction, 
the borrower has been given or promised a cash payment 
or rebate or it has been represented to the borrower that 


he will receive a cash bonus or commissions on future sales. 
In the absence of information to the contrary, the insured 
may rely upon the dealer’s statement in his completion 
certificate as to such bonus selling. If there are two or 
more eligible borrowers involved in a transaction, only 
one signature is required on the borrower’s certificate. 
Authorization to pay loan proceeds —Obtain written au- 
thorization from the borrower, if the insured is the payee 
of the note and the proceeds are to be disbursed to one other 
than the borrowers. 

(d) Description of improvements.—Obtain a copy of the con- 
tract or sales agreement, signed by the borrower and the 
dealer, describing the type and extent of improvements to 
be made and the material to be used. Such contract or 
sales agreement shall be of a type regularly used by the 
dealer in his business. The signature appearing on the 
copy of the contract or sales agreement may be a carbon 
imprint of the signatures appearing on the original. 
Advance notice to applicant—Mail to the borrower or 
personally deliver to the borrower written notice of ap- 
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Pwork proval of the application for credit on a form approved by 
tomer. By the Commissioner. Such notice shall be directed to the 
signed borrower prior to disbursement of the loan and in no event 
nsured i" less than six calendar days prior to such disbursement. A 
dealer record of such notice showing the date of mailing or de- 
r with livery to the borrower shall be in the loan file. 

d’s ex. ; 2. Precautionary measures.—lIf the insured has not approved the 
all be FR dealer, as provided in section 1 (a) of this Regulation or has 
dealer § reason to withdraw such approval, the proceeds of a loan shall 
lealers not be disbursed until : 
as dis- (a) The insured has verified all statements contained on the 
ember Borrower’s Credit Application. 

» term (6) The borrower has signed the Borrower’s Completion Cer- 
rletion tificate in the presence of the insured. 

(c) The imsured has inspected the work performed in every 
ificate instance when the amount involved is $500 or more, and in 
signed at least one out of every three transactions when the 
sioner. amounts involved are less than $500. 
an. if. (ad) The insured has signed a statement to the effect that the 
action. above requirements were complied with prior to releasing 
yment the proceeds of any such loans. Such statement must 
r that accompany each Loan Report. 

Deales 3. Exceptions.—The provisions of Sections 1 and 2 of this Regula- 
sured tion shall not apply to loans made directly to the borrower or 
sletion borrowers where the proceeds are delivered directly to such bor- 
wo or rower or borrowers without the intervention or participation of 
onl the dealer or other intermediary in any manner in such disburse- 
= ment. 

en au- 

payee 
_ REGULATION IX 
e CON- REFINANCING 
oe 1. General requirements.—New obligations to liquidate loans pre- 
Rae viously reported for insurance pursuant to Title I of the act after 
. July 1, 1947, which may or may not include an additional amount 
yy the . . : ‘ : 

? advanced will be covered by insurance, if they meet the require- 
Dn the ments of all applicable regulations and the special provisions of 
ferbon this Regulation: Provided, That after March 1, 1950, no addi- 

tional amount shall be advanced with respect to any such new 
ver or 





; obligations which are for the purpose of liquidating loans made 
of ap- 
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prior to March 1, 1950: Provided further, That obligations 
which are for the purpose of liquidating loans made prior to 
March 1, 1950, shall not be consolidated with obligations repre- 
senting loans made after March 1, 1950. 


2. Maximum maturity. 


(a) A class 1 (a) loan or a class 2 (a) loan may be refinanced 
for an additional period not in excess of 3 years and 32 days 
from the date of the refinancing, but not to exceed 5 years 
from the date of the original note. 

A class 1 (b) loan may be refinanced for an additional 

period not in excess of 7 years and 32 days from the date 

of the refinancing, but not to exceed 10 years from the date 
of the original note. 

A class 2 (b) loan may be refinanced for an additional 

period not in excess of 7 years and 32 days from the date 

of the refinancing, but not to exceed 10 years from the date 
of the original note, except that if a class 2 (b) loan is 
secured by a first mortgage, first deed of trust, or other 

security instrument, constituting a first lien upon the im- 

proved property, the new note may have a final maturity 

not in excess of 15 years and 32 days from the date of the 
refinancing, but not to exceed 25 years from the date of 
the original note. 

(d) When a class 1 loan or a class 2 loan is made or refinanced 
and consolidated with another class 1 loan or class 2 loan, 
the new note evidencing the consolidated obligation shall 
not be for a longer term than that which the component loan 
having the shortest permissible maturity could have if made 
or refinanced alone. 


(bd 


~~ 


(ec 


— 


3. Rebate-—The full unearned charge on the original note shall be 


refunded to the borrower. If no additional advance is made a 
handling charge not in excess of $2 may be assessed the borrower. 
. Special cases.—The Commissioner may upon presentation of the 
facts approve the refinancing or refinancing and consolidation of 
any loan or loans upon such terms and conditions as he may deter- 
mine within the limits provided by the Act. 
. Deferred payments.—An agreement to defer payments on a note 
previously reported for insurance under these Regulations with- 
out rewriting the note is not considered refinancing. Such agree- 
ment will not affect the insurance coverage on the loan provided 
that: 
(a) Such agreement is evidenced in writing; 
(6) Payments shall not be deferred for more than 5 months 
from the due date of the last fully paid installment; 
(c) Such agreement shall not extend the final maturity of the 
obligation beyond the maturity date of the obligation as 
provided by its original terms; 
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(d) The insured may assess the borrower for the cost of such 
deferment if such charge is not in excess of an equivalent 
amount of late charges as provided in Regulation III, 
section 5. 


REGULATION X 


REPORT OF LOANS 


Loans shall be reported on the prescribed form to the Federal Hous- 
ing Administration at Washington, D. C., within 31 days from the 
date of the note or date upon which it was purchased. Any loan re- 
financed as provided in Regulation IX shall likewise be reported on 
the prescribed form within 31 days from date of refinancing. In any 
case, the Commissioner may, in his discretion, accept a late report. 
During the period Regulation W, issued by the Board of Governors 
of the Federal Reserve System, effective September 18, 1950, is in 
effect, the execution and submission of a loan report pursuant to this 
Regulation shall be deemed a representation by the insured that it 
has complied with all requirements of said Regulation W applicable 
to the transaction reported for insurance. During the period Regu- 
lation X, issued by the Board of Governors of the Federal Reserve 
System, is in effect, the execution and submission of a report of a 
Class 1 (b) loan pursuant to this Regulation shall be deemed a repre- 
sentation by the insured that it has complied with all requirements 
of said Regulation X on the same basis and to the same extent as if 
the loan was not to be reported for insurance. 


REGULATION XI 
CLAIMS 


1. Claim application.—Claim for reimbursement for loss on an eli- 
gible loan shall be made on a form provided by the Commissioner, 
and executed by a duly qualified officer of the insured. The 
claim shall be accompanied by the insured’s complete credit and 
collection file pertaining to the transaction. 

2. Claim after default —Claim may be made after default provided 
demand has been made upon the debtor for the full unpaid bal- 
ance of the note. 

3. Maximum claim period '.—For the purpose of determining when 
a claim must be filed under the provisions of this section, any pay- 
ments received on an account, including payments on a judgment 
predicated thereon, shall be applied to the earliest unpaid install- 
ment, and in the case of : ; 

(a) Yearly installment notes, whenever an installment is 12 


As amended October 28, 1958. 
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months in default, claim must be made within 31 days there- 
after ; 

(6) All other installment notes, whenever an installment is 6 
months in default, claim shall be made within 31 days 
thereafter. 

(c) Military service cases, if at any time during default a per- 
son primarily or secondarily liable for the repayment of 
any loan is a “person in military service,” as such term is 
defined in the Soldiers’ and Sailors’ Civil Relief Act of 
1940, as amended, the period during which he is in military 
service shall be excluded in computing the time within 
which claim must be made for reimbursement under the 
provisions of this Regulation. 


4. Extension of maximum claim period.—Upon presentation to the 


Commissioner of the facts of a particular case within the allow- 
able claim period prescribed in this Regulation, he may, in his 
discretion, extend the time within which claim must be made, 
provided that in computing the claim no interest will be allowed 
for the period of such extension. 


. Claim amount.—An insured will be reimbursed for its loss on 


loans made in accordance with these Regulations up to the amount 
of its reserve as established by Regulation XII as follows: 

(a) Net unpaid amount of the loan actually made or the actual 

: purchase price of the note, whichever is the lesser ; 

(4) Uncollected earned interest to date of default and interest 
at the rate of 4 percent per annum from the date of de- 
fault to the date of the application for reimbursement of 
loss sustained, but in no event shall the total interest 
allowed exceed the maximum permissible financing charge 
on the principal amount outstanding to the date of applica- 
tion for reimbursement. 

(ec) Uncollected court cost, including fees paid for issuing, 
serving, and filing summons; 

(d) Attorney’s fees actually paid not exceeding: 

(1) Fifteen percent of the amount collected by the at- 
torney on the defaulted note provided the insured 
does not waive its claim against the borrower for 
such fees; 

(2) Twenty-five dollars or 15 percent of the balance due 
on the note, whichever is the lesser, if a judgment is 
secured by suit, and 

(3) Fifty dollars plus 5 percent of the balance due on 
the note as an additional fee where the action is 
contested and judgment is obtained 


6. Assignment of documents.—The note and any security held or 


1 As amended, effective as to claims certified for payment after November 30, 1953. 


judgment taken must be assigned in its entirety and if any claim 
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here- has been filed in bankruptcy, insolvency, or probate proceedings, 
. such claim shall likewise be assigned to the United States of 

is 6 America. 
days ' 4. Form of assignment.—The following form of assignment prop- 
. erly dated shall be used in assigning a note, judgment, real-estate 
per- 5 mortgage, deed of trust, conditional sales contract, chattel mort- 


it of gage, mechanic’s lien, or any other security device in event of 
M is 4 claim : 

t of i “All right, title, and interest of the undersigned is hereby 
tary P assigned (without warranty, except that the note qualifies 
ithin A for insurance) to the United States of America. 


* the 


» the 
low- 
| his 
ade, 
wed 


Provided that if this form is not valid or generally acceptable in 
the jurisdiction involved, a form which is valid and generally 
acceptable shall be used. 

. Election of action. —Where a real-estate mortgage, deed of trust, 


Ss on 


punt 


‘tual eq . ‘ 
conditional sales contract, chattel mortgage, mechanic’s lien, or 


ireat any other security device has been used to secure the payment of 
Pde. E a loan made under the provisions of Title I of the Act, the insured 
t of 4 may not, except with the approval of the Commissioner, both 
proceed against such security and also make claim under its 
urge Contract of Insurance, but shall elect which method it desires 
jice- to pursue. 


‘rest 


REGULATION XII* 
INSURANCE RESERVE 


. Legal limét.—Subject to the limitation on the Commissioner’s 
ired authority to insure as stipulated in section 2 of Title I of the 


ing, 


for Act, the Commissioner, pursuant to the provisions of Regulation 

XI, will reimburse any insured for losses sustained by it in ac- 
due cordance with the general insurance reserves provisions of sec- 
it is tion 2 of this Regulation. 


2. General insurance reserves.—There shall be established for each 
on insured two separate insurance reserves, one to be known as the 
1 is “1947 reserve” and the other to be known as the “1950 reserve”. 

Each reserve shall be available for the payment of losses sus- 
| or tained in connection with loans made during the period in which 
aim the reserve is created. 


eGR, 
1 As amended December 18, 1953. 
44750 O—54—pt. 3——_36 
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3. 1947 reserve—The 1947 reserve shall equal 10 percent of the 


aggregate amount advanced on all eligible loans originated by 
an insured pursuant to the provisions of both part I and part II 
of these Regulations on and after July 1, 1947, and prior to 
March 1, 1950, less the amount of all claims approved for pay- 
ment by the Commissioner in connection with such loans. 

1950 reserve-—The 1950 reserve shall equal 10 percent of the 
aggregate amount advanced on 4ll eligible loans originated by an 
insured pursuant to the provisions of these Regulations on and 
after March 1, 1950, and prior to July 1, 1955, less the amount 
of all claims approved for payment by the Commissioner in con- 
nection with such loans and less the amount of the adjustment 
or adjustments, if any, made pursuant to section 5 of this Regula- 
tion. 

. Adjustment of 1950 reserve.—The amount of the 1950 insurance 
reserve to the credit of each insured shall be adjusted on January 
1, 1953, and on the first day of each semiannual period thereafter 
by deducting therefrom an amount equivalent to one-fifth of the 
amount of such insurance reserve on the records of the Commis- 
sioner as of the date of such adjustment: Provided, That no such 
adjustment shall reduce the insurance reserve of any insured to an 
amount less than $5000.00: And Provided further, That no such 
adjustment shall be made in the insurance reserve of any financial 
institution until the first day of January or the first day of July 
next following the expiration of a period of 30 months after the 
issuance of a Contract of Insurance to such institution by the 
Commissioner, and no such adjustment shall be made in the in- 
surance reserve of any financial institution after the termination 
of the Contract of Insurance issued to such institution by the 
Commissioner, or after the termination of the Commissioner’s 
authority to insure against losses pursuant to section 2 of Title I 
of the National Housing Act. 

. Transfer of loans reported for insurance—The insured shall not 
assign or otherwise transfer any loan reported for insurance to a 
transferee not holding a Contract of Insurance under Title I of 
the National Housing Act, provided that nothing contained 
herein shall be construed to prevent the pledging of such loans as 
collateral security under a trust agreement, or otherwise, in con- 
nection with a bona fide loan transaction. 

. Transfer of insurance reserve.—Insurance reserve of mere than 
$5,000 shall not be transferred to or from the reserve account of 
any insured during any fiscal year (July 1 through June 30) with- 
out the prior approval of the Commissioner, Except in cases 
involving the transfer of loans sold with recourse or under 4 
guaranty, guarantee, or repurchase agreement, the reports re- 
quired by Regulation X shall be submitted, indicating the intent 
of the parties with respect to the transfer of the insurance reserve; 
and unless the approval of the Commissioner is obtained, the 
insurance reserve shall be transferred as follows: 
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(a) In cases involving the transfer of notes purchased without 
recourse, guaranty, guarantee, or repurchase agreement, 
provided no installment payment is past due more than one 
calendar month at the time of purchase, 1947 reserve shall 
be transferred to the 1947 reserve of the purchasing institu- 
tion, and 1950 reserve shall be transferred to the 1950 
reserve of the purchasing institution, on the basis of 10 
percent of the actual purchase price or net unpaid original 
advance, whichever is the lesser. 

(b) In cases involving the transfer of notes sold with recourse 
or under a guaranty, guarantee, or repurchase agreement, 
no insurance reserve will be transferred and no reports will 
be required. 

FHA recovery shall not affect reserve.-—Amounts which may be 
salvaged by the Commissioner with respect to a loan in connection 
with which an insured has been reimbursed under its Contract 
of Insurance shall not be added to the insurance reserve remaining 
to the credit of such insured. 


REGULATION XIll 
INSURANCE CHARGE 


. Rate-—The insured shall pay to the Commissioner an insurance 


charge equal to 34 of 1 per centum per annum of the net proceeds 
of any eligible loan reported and acknowledged for insurance: 
Provided, That in the case of a class 1 (b) loan in excess of $2,500, 
exclusive of financing charges, and in the case of a class 2 (b) 
loan having a maturity in excess of 7 years, such insurance charge 
shall be 44 of 1 per centum per annum. In computing the in- 
surance charge, no charge shall be made for the fractional period 
of a month of 15 days or less, and a charge for a full month 
shall be made for the fractional period of a month of more than 
15 days. 

When payable.—Such insurance charge for the entire term of the 
loan shall be paid within 25 days after the date the Commissioner 
acknowledges receipt to the insured institution of the report of 
loan: Provided, That on loans having a maturity in excess of 3 
years and 32 days, such charge may be paid in installments, the 
first of which shall be equal to the charge for 3 years and be 
paid within said 25 days, and the second and succeeding install- 
ments, each equal to the charge for 1 year, shall be paid on the first 
and each succeeding anniversary of the first day of the month 
following the date of the note. 


. Notes transferred—Any adjustments of the insurance charge 


already paid on any obligation transferred between insureds shall 
be made by the insureds, except that any unpaid installments of 
the insurance charge shall be paid by the purchasing insured. 
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4. Refund or abatement.—There shall be no refund or abatement of 
any portion or installment of the insurance charge except : 

(a) The charge on a refinanced note may be credited with the 
unearned portion of the charge on the original note; 

(5) Insurance charges falling due after claim is filed or the 


note is prepaid in full; 
(c) The charge paid on a loan or portion thereof found to be 
ineligible. 


5. When not chargeable to borrower.—The insurance charge paid 
by the insured shall not be charged to the borrower if such charge 
would cause the total payments made by the borrower to exceed 
the maximum permissible amount which may be charged to the 
borrower for interest, discount, and all other charges in con- 
nection with the transaction. 


REGULATION XIV 
ADMINISTRATIVE REPORTS AND EXAMINATION 


The Commissioner, or his authorized representative, may at any 
time call upon an insured for such reports as he may deem to be 
necessary in connection with these Regulations, or may inspect the 
books or accounts of the insured as they pertain to the loans reported 


for insurance. 
REGULATION XV 
AMENDMENTS 


These Regulations may be amended by the Commissioner at any 
time, but such amendment shall not adversely affect the insurance 
privileges ef an insured with respect to any loan previously made. 


REGULATION XVI 
EFFECTIVE DATE 


These Regulations are effective as to all loans made on or after 
July 1, 1947, pursuant to the provisions of Title I of the National 
Housing Act, as amended, and shall have the same force and effect 
as if included in and made a part of each Contract of Insurance. 


Issued at Washington, D. C., December 31, 1953, as a reprint of the 
“Regulations of the Federal Housing Commissioner Governing Prop- 
erty Improvement Loans effective July 1, 1947,” to include all 
amendments through December 18, 1953. 


Guy T. O. Hottypay, 
Federal Housing Commissioner. 
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NATIONAL HOUSING ACT, AS AMENDED 
Tirte I—Hovstne RENOVATION AND MODERNIZATION 
INSURANCE OF FINANCIAL INSTITUTIONS 


Sec. 2. (a) The Commissioner * is authorized and empowered upon such terms 
and conditions as he may prescribe, to insure banks, trust companies, personal 
finance companies, mortgage companies, building and loan associations, install- 
ment lending companies, and other such financial institutions, which the Com- 
missioner finds to be qualified by experience or facilities and approves as eligible 
for credit insurance, against losses which they may sustain as a result of loans and 
advances of credit, and purchases of obligations representing loans and advances 
of credit, made by them on and after July 1, 1939, and prior to July 1, 1955 * for the 
purpose of finanoing alterations, repairs, and improvements upon or in con- 
nection with existing structures, and the building of new structures, upon urban, 
suburban, or rural real property (including the restoration, rehabilitation, re- 
building, and replacement of such improvements which have been damaged or 
destroyed by earthquake, conflagration, tornado, hurricane, cyclone, flood, or other 
catastrophe), by the owners thereof or by lessees of such real property under a 
lease expiring not less than 6 months after the maturity of the loan or advance of 
credit. In no case shal) the insurance granted by the Commissioner under this 
section to any such financial institution on loans, advances of credit, and pur- 
chases made by such financial institution for such purposes on and after July 1, 
1939, exceed 10 per centum of the total amount of such loans, advances of credit, 
and purchases. The aggregate amount of principal obligations of all loans, ad- 
vances of credit, and obligations purchased with respect to which insurance may 
pe heretofore or hereafter granted under this section and outstanding at any 
one time shall not exceed $1,750,000,000.” 

(b) No insurance shall be granted under this section to any such financial 
institution with respect to any obligation representing any such loan, advance of 
credit, or purchase by it (1) if the amount of such loan, advance of credit, or pur- 
chase made for the purpose of financing the alteration, repair, or improvement 
of existing structures exceeds $2,500, or for the purpose of financing the construc- 
tion of new structures exceeds $3,000 * (2) if such obligation has a maturity in ex- 
cess of three years and 32 days except that such maturity limitation shall not apply 
if such loan, advance of credit, or purchase is for the purpose of financing the 
construction of a new structure for use in whole or in part for agricultural pur- 
poses,” or (3) unless the obligation bears such interest, has such maturity, and 
contains such other terms, conditions, and restrictions as the Commissioner shall 
prescribe, in order to make credit available for the purposes of this title: Provided, 
That insurance may be granted to any such financial institution with respect to 
any obligation not in excess of $10,000 and having a maturity not in excess of 
T years and 32 days representing any such loan, advance of credit, or purchase 


‘Under Reorganization Plan No. 8 of 1947, effective July 27, 1947, the office of Federal 
Housing Administrator was abolished and all his functions and duties transferred to a 
Federal Housing Commissioner to be appointed by the President with advice and consent 
of Senate. 

* As amended by P. L. 5, 83d Cong., approved March 10, 1953. 
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made by it if such loan, advance of credit, or purchuse is made for the purpose of 
financing the alteration, repair, improvement, or conversion of an existing stro. 
ture used or to be used as an apartment house or a dwelling for two or mor 
families ;* Provided further, That any obligation with respect to which insurance 
is granted under this section on or after July 1, 1939, may be refinanced ang 
extended in accordance with such terms and conditions as the Commissione, 
may prescribe, but in no event for an additional amount or term in excess of the 
maximum provided for in this subsection. 

(c) (1) Notwithstanding any other provision of law, the Commissioner shajj 
have the power, under reguiations to be prescribed by him and approved by the 
Secretary of the Treasury, to assign or sell at public or private sale, or otherwise 
dispose of, any evidence of debt, contract, claim, personal property, or security 
assigned to or held by him in connection with the payment of insurance heretofore 
or hereafter granted under this section, and to collect or compromise all obliga. 
tions assigned to or held by him and all legal or equitable rights accruing to him 
in connection with the payment of such insurance until such time as such obliga- 
tions may be referred to the Attorney General for suit or collection, 

(2) The Commissioner is authorized and empowered (a) to deal with, cow. 
plete, rent, renovate, modernize, insure, or sell for cash or credit in his discre 
tion, and upon such terms and conditions and for such consideration as the 
Commissioner shall determine to be reasonable, any real property conveyed to or 
otherwise acquired by him in connection with the payment of insurance hereto- 
fore or hereafter granted under this title and (b) to pursue to final collection, 
by way of compromise or otherwise, all claims against mortgagors assigned by 
mortgagees to the Commissioner in connection with such real property by way 
of deficiency or otherwise: Provided, That section 3709 of the Revised Statutes 
shall not be construed to apply to any contract of hazard insurance or to any 
purehase or contract for services or supplies on account of such property if the 
amount thereof does not exceed $1,000. The power to convey and to execute 
in the name of the Commissioner deeds of conveyance, deeds of release, assign- 
ments and satisfactions of mortgages, and any other written instrument re- 
lating to real property or any interest therein heretofore or hereafter acquired 
by the Commissioner pursuant to the provisions of this title may be exercise 
by the Commissioner or by any Assistant Commissioner appointed by him 
without the execution of any express delegation of power or power of attorney: 
Provided, That nothing in this paragraph shall be construed to prevent the 
Commissioner from delegating such power by order or by power of attorney, in 
his discretion, to any officer or agent he may appoint. 

(d) The Commissioner is authorized and empowered, under such regulations 
as he may prescribe, to transier to any such approved financial institution any 
insurance in connection with any loans and advances of credit which may be sold 
to it by another approved financial institution. 

(e} The Commissioner is authorized to waive compliance with .regulations 
heretofore or hereafter prescribed by him with respect to the interest and matur- 
ity of and the terms, conditions, and restrictions under which loans, advances 
of credit, and purchases may be insured under this section and section 6, if in 
his judgment the enforcement of such regulations would impose an injustice upon 
au insured institution which has substantially complied with such regulations in 
good faith and refunded or credited any excess charge made, and where such 
waiver does not involve an increase of the obligation of the Commissioner be- 


yond the obligation which would have been involved if the regulations had been 
fully complied with. 


® As amended by P. L. 901, 80th Cong., approved August 10, 1948. 
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(f) The Commissioner shall fix a premium charge for the insurance hereafter 
granted under this section, but in the case of any obligation representing any 
joan, advance of credit, or purchase, such premium charge shall not exceed an 
amount equivalent to 1 per centum per annum of the net proceeds of such loan, 
advance of credit, or purchase, for the term of such obligation, and such premium 
charge shall be payable in advance by the financial institution and shall be 
paid at such time and in such manner as may be prescribed by the Commis- 
sioner. The moneys derived from such premium charges and all moneys col- 
lected by the Commissioner as fees of any kind in connection with the granting 
of insurance as provided in this section, and all moneys derived from the sale, 
collection, disposition, or compromise of any evidence of debt, contract, claim, 
property, or security assigned to or held by the Commissioner as provided in 
subsection (¢) of this section with respect to insurance granted on and after 
July 1, 1939, shall be deposited in an account in the Treasury of the United States, 
which account shall be available for defraying the operating expenses of the 
Federal Housing Administration under this section, and any amounts in such 
account which are not needed for such purpose may be used for the payment 
of claims in connection with the insurance granted under this section, 

(g) The Commissioner is authorized and directed to make such rules and 
regulations as may be necessary to carry out the provisions of this title. 

* « ° . * * * 








1864 HOUSING ACT OF 1954 


vorun ust FHA TITLE I CREDIT APPLICATION Beles Barven No, o-nowra 
(PROPERTY IMPROVEMENT LOAN) 





To: one oieeee Lo ee | 

This application to subssitied to obtain credit under the terme of Tithe 1 of the Notlonal Housing Act. 

NET AMOUNT NUMBER Have you any ey Sean Hees -~ 

CREDIT REQUIRED ¢_........_.. MONTHS ......... this time for an FHA Improvement loan?.......Yes [_] or No |) 

IID siencntecercoettnepinanhtnedinipeptningnsenbtiasibeeaingnssinainteniiiipenandeeineae How long at present address? years. 

Address ... . ‘ ee ton ase eases al » TWekegeeene eke. 
Number of 

Year of birth... Single (_) Married [_] Name of wife fee WROD n-ne psn etrenpencienentinn- eapepee= other dependents 

Name and address of nearest a 


relative not living with you ..........-...-------.0.... erewmesquineteneesiuts tapvermese enn ‘ 
(Name) (Btreet) City) (Bt ake) 
EMPLOYMENT OR BUSINESS 


Employed by 0 or business if self-employed a} 








eens years, 

(Street) (City) (Btate) 
Present or net j 
ineome from ons, $............. per month [_] per year [_] Your position 
Pre —_ (Name) (Btreet, (City) (State) 

REFERENCES 
GIVE NAME AND ADDRESS OF BANKS, FINANCE COMPANIES, OR STORES WHICH HAVE EXTENDED YOU CREDIT 
1 — Se 
2. - = a 4. paveweltivatsseidahusedpeiininbecekts 
DEBTS 






— Is Duor an FHA Morr 
Te Waos Inpasrap jOwTeL ’ 
(Nema) Dascams Deste Iucvenee on ase, ean 





PROPERTY TO BE IMPROVED | 
Address ype 





(City) (County) oo) (House, apartment, store, farm. ote ) 
: i. <iaa —- = Date purchased —........-.------.-.cenensenee Price paid, $ 
o |OR 
tract by oe ee Price » 
z pate bought on con’ by are = nm paid, $ 
i 6 Dee 00 nono cseenee enna enon cnewnsennenscoaqyeusomingucousespurapennsococescensseunencessoinansbenssane Lease expires .......... i 
(Name of lemme bolder) Month) (Day) (Year) 
conensecencaggunspetign titepenvegresupaucssonsmiinaumpenyiraisinennpemsemeencens " <-eeeeeeee Rent per month, $... 
(Landiord's name) (Addreas) 
PROCEEDS OF THIS LOAN WILL BE USED ON ABOVE PROPERTY AS DESCRIBED BELOW 
DESCRIBE EACH IMPROVEMENT PLANNED RSTIMATED COST NAME AND ADDRESS OF CONTRACTOR/DEALER 
© | ccincnssdiccenediens a g 
©. Gciiedinapaidion &.. 
“APPLICANT—IMPORTANT—READ BEFORE SIGNING 
The selection of « contracter or dealer, of materisis used, and work is YOUR Neither th 
FHA nor the financial institution guarantees omchaiur Wacamanlép criempacieiie eam ieaece a : 


Iqee that the = statements are true and that no unfavorable information known to me (us) or called for herein has been 
a thie applicant jon shall remain the property of the lending institution to which submitted. 








WARNING SR citilenbierccicitlaictantnibicitniineccieneatlaililiven. Gn 8) 
my! npplica:ion abel pon nah fine of 
for mot more than 2 r Sua (L. 8.) 
| nited States 
NOTE TO FINANCIAL INSTITUTION, it muaeaede wi proceeds will be disbursed to 
dealer the person selling the above-described improvements must sign here .. —— santanetes ... (L. 8.) 


If applicant is self-employed, a business enterprise, SEGHLSUNGans Ghesabiadibie adiiadankibas emanate nedianes 





Wate as 
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If applicant is self-employed, a business enterprise, a partnership, or a corporation the following information should be given in as 
complete a manner as possible. 


Exhibits A and B are designed primarily for the self. yed, a business enterprise, a partnership, or a corporation. Applicants may 
find it necessary to submit their own financial statemen making them a part of this application; therefore, eres may attach a 
recent balance sheet and and ee ee Sonny ‘certified to by an independent accountant, prov! that such statements 

















present detailed informa substantially in with the following: 
EXHIBIT A—Balance Sheet as of ia oe Sede Omaey 
ASSETS LIABILITIES 

Cash... = 5... cane Notes payable... . 5 a 
Notes and accounts receivable ‘ . e. 4 Accounts payatte ec eeeennnneee doa 
Merchandise... dhs eqrintanians ibn ie Mortgages on real estate 
Stocks and bonds.............. . poantengeapees Other liabilities... 
Land and buildings sone yh ih Net worth... 
Machinery, equipment, and fixtures... « on 
Other assets... ansteemeiinntins 

Tora. covendeivcttittinnnaccwstzce G..--pe penal DE ctgncthcenlaeeennee-ncttinninsiclg Gal — 

EXHIBIT B—Profit and loss statement for year ending . nil = we) 

Sales, net i Bintrecsetonth Gross profit... $ wn 
Inventory eegiualeg none Dice eeentcenne Operating and general expense $_.... 
Purchases, net diinekaweedinobantgee Officers’ salaries. ‘ - 
Inventory—end ot ent ns Sco , es baselll adhe 
Cost of sales. Income from other sources 





Gross profit_ sentiies ee ncgepenonte Net profit or logs Gc 


t. Title I Plan—GROSS CHARGE TABLE 
For use of insured institutions which add the finance charge to the amount to be financed 
Based on « discount of $5 on a 1-year note payable in equal monthly installments — 



























































ee 1 12 Mowts nee? 4 MowTus | 30 Mowtus ™% Mowtns 
When a — ———— - a athena lence a ~ —— 
moody Amount of Monthly Amount of ' | oo Amount ot | Monthly Amount ot | Monthity Amount of | Monthiy 
$1 ; $1.05 | $0. 09 $1. 08 $1.10 | 605 | $1.13 | $0. o4 | $1, 15 $0. 04 
$2 | 211 18 2 15 "BT 2.20 .10 | 2.25 08 | 2.30 07 
$3 | 3.16 27 | 3.23 18 3. 30 M4 | 3. 38 12 | 3. 45 10 
4 I 4. 21 86 | 4.31 24 4. 40 19 | 4.50 16 | 4. 60 18 
$5 } 5. 26 44 5. 38 30 5. 51 23 5, 68 .19 | 5.75 16 
6 | 6 32 53 6. 46 36 | 6 61 *| 6 75 23 6 90 7) 
0 | «s7| .@ 7. 5A 42 | 77 3 | 7.8|  .@) 805| 23 
ss 8. 42 71 & 62 48 & 81 37 9. 00 30 9. 20 . 26 
0 | 9. 47 -79 9. 60 54 | 9.91 . 42 | 10.13 a4 10. 35 29 
———— i | na — — = 
$10 / 10. 53 88 10, 77 . 60 | 11, 01 . 46 | 11. 26 38 | 11 50 32 
$20 | 21. 05 1. 76 21. 54 1. 20 22. 02 . 92 | 22. 51 76 23. 00 64 
£30. | 31. 58 2 64 | 82. 31 1, 80 33. 04 1. 38 | 33.77 1. 18 | 34. 49 7) 
$40 4211] 351 43.08 | 240) 44.05 | 1.84} 45.02] 1.51 | 45. 99 1. 28 
$50 i 52. 63 4 39 | 53. 85 3. 00 | 55. 06 2 30 | 56. 28 1. 88 | 57. 49 1. 60 
$60 | 63. 16 6. 27 | 64 62 3. 59 |) 66. 07 2.76 | 67. 53 teal 68. 99 1.92 
a ela 5 oitilidtoeel alte —f ell ert . aeiition 
$70 | 73. 68 614 75. 38 4. 19] 77. 09 3 22 | 78 79 2. 63 | 80. 49 2% 
san 84 21 7.02 86. 15 479 | 8810 / 3% 68 | 90. 04 3.01 | 91. 98 2.56 
$00. 04. 74 7.0 96. 92 5. 39 99. 11 413 101. 30 3. 38 | 103, 48 2.88 
$100 i 105. 26 8.78 107.69 | 5.99 110 12 4 50 H 112. 55 3. 76 | 114. 98 220 
$200 210.58 | 17, 55 215.38 | 11. 97 | 220. 24 © 18 | 225. 10 7.51 229. 96 6.39 
$300 | 315.79 | 26.32 | 323.08 | 17.95 | 330.36 | 13.77 337.65 | 11. 26 344. 04 9. 59 
$400 421.05 | 35.00 | 430.77 | 23. 94 | 440.49 | 18 36 | 45020 | 15.01 | 459. 92 1278 
$500... 526.32 | 43. 86 538.46 | 29.92 550.61 | 22.96 | 562.75 | 18. 76 574. 90 15. 97 
$600 | 631.58 | 52. 64 | 646.15 | 35. 90 660.73 | 27. 54 | 675.30 | 22.52 689. 88 19. 17 
1 —— — ———__}-_— eee 
$700 : 736.84 | 61.41 | 753.85 | 41. 89 770.85 | 32 12 | 787.85 | 26.27 804. 86 22. 36 
$800 ; 842.11 | 70.18 | 861.54 | 47. 87 | 880.97 | 36.71 | 900.40 | 30. 02 | 919. 84 25. 56 
$900 } 047.37 | 78.95 969.23 | 53. 85 991.09} 41.30] 1,012.96 33.77] 1,034 82 28. 75 
$1,000...) 1,052. 63 | 87.72 | 1,076.02 | 50.83 | 1,101.22 | 45.89|| 1,125.51 | 97.52|) 1,149.80| 31.94 
$2,000 |) 2105.26 | 175.44 2, 153. 84 | 119. 66 2,202.43 | 91.77] 225101 | 7404] 2 299.59 63. 88 
$2,500..|_2, 681. 58 | 219. 30 2, 692. 31 | 149. 58 2, 753.04 | 114. 7i if 2813.77] 93.801 2874.50!) 79.85 
Monthly installment payments have been set at the next full cent nearest the fractional result, An adjustment should be 


made in initial or final ment to have the total ments equal the face amount of the note. 
‘© 9 GOVERNMENT PEIETING OrricE -s022-10 
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pes ooh Who KROWIngly Makes @ talse statement or a misrepresentation in this certificate shall be subject to 
$5,000 or to imprisonment for not more than 2 years, or both, under provisions of the United States Criminal Cod. 
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of not more than 
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ai FHA TITLE T DEALER APPLICATION fers crpreree 
arr ee ee ee ane 


The following information is furnished for the purpose of inducing you to approve my (our) epplice- 
tien as a Gealer, pursuant to the provisions of Regulation VIII, Section 1(a) issued by the Federal Housing 
Commissioner under the authority contained in Title I of the National Housing Act. 


SURO: QD cece ees |= TORS 









































: ida . sonia For past years 
ee (Street) (ity) (Zone) (State) 2 
Address paniitaneni ee re 
——— (Street) (ity) (tate) — 
ee . Date Established 
(General contracting, lumber yard, heating, ete.) 
(OWNERSHIP: Cigele Owner OCPertnership C\cerporation 
PRINCIPALS: ae ae 
(Name) (Title) (Home Address) 
a) oe (Title) ao (Rome Address) 
Name my NBA hit hore (ome Address)” 
TRADE REFERENCES: Qlame suppliers of major products financed under Title I FHA) 
Name Address 
BANK OF DEPOSIT en - 3 ial a aa a a cataciln 
AVE DISCOUNTED PAPER WITH: 
Oe ON ccesciciiiisi:: Mil catalan 
(Mame) (Addreas) (year) (year) 
want ehcp ET SS SS Re... 8 
(Wane) (Addrees) (year) (year) 


If paper to be financed represents the sale of « specialty product, indicate trade name and manufacturer 








~ (attach descriptive literature and orice list) 


tn Sissy Te Uae ee ee SS 


Address of Branches _ 





Describe any guaranty given buyers 


Financial statement as of ds is attached. 
@ate) 


I (we) understand that I (we) are fully responsible for the Title I activity of all sales personnel, 
thet ethical and propér selling practices will be followed, and that immediate attention will be given to 
all complaints involving materials, workmanship or sales representations. 

I (we) certify that the statements are true. I (we) understand this application shall remain the prop- 
erty of the financial institution to which it is submitted and, if requested, « copy may be furnished to 
the Federal Housing Administration. 


Fire 
Name 





1 iran is 
WARNING: Any person who knowingly makes a false statement or « nisrepresentation in this application shall 
be subject to « fine of not more than $6,000 or to imprisonment for not more than 2 years, a@ both, 
under provisions of the Qnited States Criminal Cofle- te 
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THIS SPACE FOR USE OF DEALER IN SUPPLYING ADDITIONAL INFORMATION 



































THIS SPACE FOR USE OF INSURED INSTITUTION 
Dealer given copy of Dealer Guide 
Firm and all principale checked against precautionary measures list 
References checked 
Credit report dated _ . ——_—.._ attached 
Previous lenders checked 
Paaee of UgeGnene tadpented ty... ee) a ee es 2S 


000000 


Remarts J hams oecntin pochibitines — 





The dealer whose application appears on the reverse hereof has been approved after such investigs- 
tion as we consider necessary to establish that the dealer is reliable, financially responsible and 
quelified to perform satisfactorily the work to be financed and to extend proper service to the customer. 


Dealer Approved $6.0 AP gee 
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FEDERAL HOUSING ADMINISTRATION 
WASHINGTON 23, D. C, 


October 28, 1953 


(TIF-102) 


TO: ALL STATE AND DISTRICT DIRECTORS 
= SUBJECT: AMENDMENTS TO PART I UF THE TITLE I REGULATIONS 


Attached is a copy of our letter, TI-101, dated October 28, 1953 to 
all Qualified Title I Lending Institutions announcing amendments to Part I 
— § of the Title I Regulations. 


Also attached are copies of the revised Completion Certificate, FH-2, 
and a new for.a, FH-13, FHA Title I Dealer Application. A temporary working 
supply of these new forms will be shipped to you within the next few days. 
A bulk print order has been given to the Government Printing Office and should 
be available for distribution within two or three weeks. 


Because the use of the new completion certificate, FH-2, does not 
become mandatory until January 1, 1954, lenders may accept the old forms 
until this date. Therefore, continue to furnish the old certificate, if in 
stock, until your supply of the new forms is received. At that time, the 
old forms still on hand should be destroyed. 


There will be forwarded to you also a small supply of the new amendments 
which should be inserted in any copies of the Regulations booklet (Form FH-20) 
now in stock so that copies of this booklet hereafter released by you will be 
current in every respect. 


Although our letter TI-101 is self-explanatory, we wish to emphasize 
the importance of taking whatever steps are necessary to see that the procedural 
changes required by these amendments are promptiy carried out by all lending 
institutions in your jurisdiction. Further, these amendments should be 
reviewed and discussed with those of your staff concerned with Title I activity 
and also discussed in your Title I Lenders’ Committee Meetings. 


Very truly yours, 


Gtr f Pf 


ge Arthur J. Frentz 
Assistant Commissioner 


113820 
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FEDERAL HOUSING ADMINISTRATION 
WASHINGTON 23, D.C. 


October 28, 1953 


(TI-101) 


TO: ALL QUALIFIED TITLE I LENDING INSTITUTIONS 


SUBJECT: AMENDMENTS TO PART I OF THE TITLE I REGULATIONS 
AMENDMENT TO REGULATION III, SECTION 3 
AMENDMENT TO REGULATION VIII, SECTIONS 1(a), 
1(b), 1(e) AND SECTION 3 
AMENDMENT TO REGULATION XI, SECTION 2, 
SECTION 3 AND SECTION 5(d)(3) 


The home improvement program under Title I of the National Housing Act 
was instituted with the primary objective of assisting home owners in maintaining 
better housing standards. Full attainment of this objective has been made 
difficult because of the activities of a relatively few unscrupulous dealers and 
salesmen who have taken advantage of the besic "good faith" concept on which the 
program is founded te victimize property owners through unethical business 
practices. 


The Administration has vigorously opposed such practices and has adopted 
a number of procedural steps designed to eliminate the unethical operator from 
the home improvement field. With the tremendous increase in Title I volume in 
recent years, however, reports of irregular dealer activities have continued to 
come to our attention. 


In order to provide the home owner with further protection against such 
abuses, Commissioner Guy T. 0. Hollyday has amended today Part I of the Title I 
Regulations. A copy of the new amendments is attached and there follows a summary 
of the changes with pertinent comment. 


DEALER APPLICATION - FORM FH-13 Ragnbten MEET y MINES Me) 


Effective December 1, 1953, it will be required that the approval of the 
dealer by the insured be evidenced by an application signed and dated by the dealer 
on a form approved by the Commissioner. It is further required that the signed and 
dated approval by the insured be on a form approved by the Commissioner. These 
required forms have been consolidated into the attached Form FH~13 supplied by this 
Administration. Approval to reproduce these two forms, jointly or separately, is 
hereby given provided there is no omission of eny of the contents. 


It is not required that the prescribed application be obtained from dealers 
previously approved by the insured and to whom the insured has disbursed loans 
during the 12 month period prior to December 1, 1953. 
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The items of information on the dealer application form are considered to be 
minimum and it is urged that lenders obtain such additional data as may be warranted 
under the cireumstances of the individual case. It frequently may be desirable to 
neve a dealer furnish the names and addresses of all sales personnel presently 

in order that the antecedents and other background information on these 
individuals may be obtained. 


The amendment now makes it mandato: 
experience with the loans originated henceforth 
record should reflect at least the volume 
complaints received or irregularities discovered. 


Lending institutions are urged to review the subject of dealer approval dis- 
cussed in the explanatory text in the printed Regulations booklet and also review our 
letter of July 15, 1953, (TI-99) on the same ect. 


Failure on the part of the insured institution in its file the signed 
and dated application of the dealer together with supporting information and the 
insured's signed and dated approval shall be considered a violation of the Regulations 
and loans purchased from such dealer will be considered failing to meet the require- 
ments of the insurance contract. 


BORROWER-DEALER COMPLETION CERTIFICATE Regulation VIII, Section 1(b) 


This amendment stipulates that loans originated under the inducement of a 
"bonus" promise or a cash payment will not be accepted for insurance if the insured 
institution has knowledge of such practices. The Completion Certificate, Form FH-2, 
(capy attached) has been revised so that both the borrower and the dealer mst certify 
that no bonus or cash payment was given or promised in connection with the transaction. 
The insured may rely upon the statements of the borrower and the dealer in their 
completion certificate in the absence of information to the contrary. 


insured maintain a record of its 
all of ite approved dealers. Such 
purchased, claims filed and borrower 
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The completion certificate has been further revised so that the borrower makes 
an affirmative statement that he understands that the selection of the dealer and 
acceptance of the materials and workmanship are his responsibility rather than that of 
the lending institution or the Federal Housing Administration. In the dealer's portion 
of the certificate there has been added a statement that all bills for labor and 
material have been or will be paid and further, an agreement by the dealer to repurchase 
the note, if any of his representations made on the certificate are found to be 
incorrect. 


Existing stocks of completion certificates may be used untii exhausted but in 
no event after January 1, 1954. In accepting the old completion certificate forms 
lending institutions should be alert for any evidence of bonus sales ces or 
promises of cash payment. It is well to caution all dealers against use of such 
sales methods in connection with Title I transactions. 


The new form of completion certificate may be reproduced pivvided the minimm 
size is 8 x 7 inches and there is no deviation as to content or format. 








1872 HOUSING ACT OF 1954 


proceeds to the dealer. For example, if the advance notice is mailed on the first 
day of the month, disbursement shall not be made until the seventh day of the month 
or thereafter. 


It ie not required that the borrower acknowledge receipt of the notice. 
However, the insured mst have a record of having mailed or delivered such notice, 
An acceptable record of delivery would be a dated carbon copy of the notice or a 
dated entry in the borrower's loan file. 


The purpose of the advance notice is to bring about a closer relationship 
between the insured institution and the home owner and to make certain that the home 
owner understands the basic terms of the transaction. 


This form will not be supplied by the Administration as it is believed that 
institutions should issue the notice o: their ow stationery. As the Regulations 
require such notice on a form approved by the Commissioner, this letter shall be 


considered as officiel approval of any notice that contains in its text the following 
minimm data: 


Letterhead of Institution 
ADVANCE NOTICE TO APPLICANT FOR FHA TITLE I LOAN 


Date 





[Borrower's Name) 
tee toe: aaah aii te 


We have approved your FHA application for credit in the net amount 
of $ » for ________ months under Title I of the National Housing Act 
as presented to us by ° 

Dealer 


Please notify us immediately if you have any questions regarding 
the transaction. 


~~~"{Wame of Institution) 


Lenders are encouraged to add to this notice any additional material that may 
be helpful to the home owner in fully understanding the transaction. Notices already 
in use by some lenders indicate the gross amount of the loan, the amount of the 


bomus selling and the borrower is cautioned that the completion certificate should not 
be signed until he is satisfied as to the completion of the job. 
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DIRECT LOANS Regulation VIII, Section 3 


This section stipulates that the provisions of Section 1 and Section 2 shall 
not apply to those loans where the proceeds are delivered directly to the borrower. 
However, if the dealer participates in the disbursement in any manner, such as having 
the proceeds check (although made payable to the borrower) delivered to the dealer 
by the insured institution, or if the dealer accompanies the borrower to the insti- 
tution on the occasion of disbursement for the obvious purpose of receiving the 
proceeds, then the provisions of Section 1 and Section 2 mst be followed. Insured 
institutions should be on the alert to see that the protective measures prescribed 
for use in connection with dealer originated loans are not avoided by any subterfuge. 


Regulation XI, Section 2 


been some question as to how soon a claim for reimbursement for 
loss may be sulmitted to the Administration in view of the parenthetical clause in 
2 indicating that defrult wes the earliest installment for 

which full payment has not been received. The amended Regulation removes this 
restriction so that claim may bp made any time after default in any provision of 
on the debtor for the full unpaid balance. 


Regulation XI, Section 3 


The word "Section" is substituted for the word "Regulation" to avoid any 
misunderstanding as to the maximm claim period prescribed by this Section. 


CLAIM AMOUNT — ATTORNEY FEES Ragplenien Xi, Seatian 3(4) (3) 


This amendment now provides additional reimbursement to the insured for 
obtaining judgment in instances where the action is contested. The insured may 
claim $50 plus 5% of the balance due on the note if judgment is recovered in a con- 
tested action. This is in addition to the $25 (or 15% of the balance due) permitted 
by Subsection 5(d)(2). 


ELIGIBLE NOTES ~ PAYMENTS 
The amendment to Regulation III, Section 3 now permits an adjustment of either 


the first installment or the final installment provided such payment is not less than 
+ or more than 1$ times the amount of regular installments. 


Regulation III, Section 3 


A supply of the new forms (Deeler Application, Form FH-13 and Completion 
Certificate, Form FH-2) are now being shipped to the FHA Field offices and lending 
institutions may obtein a working quantity within the next few days. Lenders are 

to cooperate by deferring their requisitions for a bulk shipment until efter 
the initial distribution has been effected. 


Misrepresentations and sales ties have no part in the Title I pro- 
gram. We believe that the steps now taken, coupled with the united effort of 
the lending institutions and responsible deslers throughout the country, will provide 
a sound operation for the benefit of the entire commmity. 


Very truly yours, 


Arthur J. Frentz 
113821 Assistant Commissioner 


44750 O—54—pt. 3-37 
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AMENDMENT TO PART I OF THE REGULATIONS 
OF THE 
FEDERAL HOUSING COMMISSIONER 
GOVERNING PROPERTY IMPROVEMENT LOANS 
EFFECTIVE JULY 1, 1947 


Part I of the Regulstions of the Federal Housing Commissioner Governing Property 
Improvement Loans, effective July 1, 1947, as amended, is further amended as hereinafi, 
provided. 


The second sentence of Regulation III, Section 3 is hereby amended to read as 
follows: 


"The first installment or the final installment may be more or less than the 
other installments provided that it is not less than one-half or more than 
one and one-half times the amount of a regular installment." 


Regulation VIII is hereby amended, effective December 1, 1953, to read as follow, 
"1. Disbursement -- Before disbursing the proceeds of a loan, the insured shall; 


"(a) Dealer approval --Have approved the dealer after such investigation as 
the insured considers necessary to establish to its satisfaction that the 
dealer is reliable, financially responsible and qualified to peform satis. 
factorily the work to be financed and to extend proper service to the 
customer. This approval shall be evidenced by an application signed and 
dated by the dealer and signed and dated by the insured on forms approved 
by the Commissioner. The dealer application, the approval by the insurei, 
together with supporting information and a record of the insured's experi- 
ence with the loans origin ted by such dealer shall be in the insured's 
file. New dealer applications and dealer approvals necd not be executed 
in connection with dealers who have been approved and to whom the insured 
has disbursed loans during the 12 month period prior to December 1, 1953. 
For the purpose of this hegulation the term "dealer" means the one who 
executed the dealer's com letion certificate. 


"(b) Completion certificates --btain a completion certificate signed by the 
borrower and a completion certificate signed by the decler on forms ap- 
proved by the Commission 1. An insured shall not disburse the proceeds 
of a loan, if, as an inducement for the consummation of the transaction, 
the borrower has been given or promised a cash payment or rebate or it 
has been represented to the borrower that he will receive a cash bonus 
or commissions on future sales. In the absence of information to the con- 
trary, the insured may rely upon the dealer's statement in his completion 
certificate as to such bonus selling. If there are two or more eligible 
borrowers involved in a transaction, only one signature is required on the 
borrower's certificate. 


"(c) Authorization to pay loan proceeds —- Wo Change. 
"(d) Description of improvements —- No Change. 
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"(e) Advance notice to applicant --Mail to the borrower or personally deliver 
to the borrower written notice of approval of the application for credit 
on a form approved by the Commissioner. Such notice shall be directed to 
the borrower prior to disbursement of the loan and in no event less than 
six calendar days prior to such disbursement. A record of such notice 
showing the date of mailing or delivery to the borrower shall be in the 





- Property loan file. 
| hereinafte ie 
é "2. Precautionary measures -~ No Chinge. 
ead as Ms "3. Exceptions --The provisions of Sections 1 and 2 of this Regulation shall 


<< 


not apply to loans made directly to the borrower or borrowers where the 
proceeds are delivered directly to such borrower or borrowers without the 
intervention or participation of the dealer or other intermediary in any 


han the F 
hen A manner in such disbursement." 
a Regulation XI, Section 2 is amended to read as follows: 
as follow: 
_ "2, Claim after default —-Claim may be made efter default provided demand has 
ured shall: been made upon the debtor for the full unpaid balance of the note." 
ion as Regulation XI, Section 3 is amended to read as follows: 
. that th 
orm cae, "3. Maximum claim period —-For the purpose of determining when a claim must be 
o the filed under the provisions of this section, any payments received on an ac- 
gned and count, including payments on a judgment predicated thereon, shall be applied 
approved to the earliest unpaid installment, and in the case of: 
e@ insured, 
"s experi- "(e) Yearly installment notes -- No Change. 
sured's 
executed "(b) All other installment notes -- No Change. 
e insured 
1, 1953. "(c) Militery service cases —- No Change. 
me who 
Regulation XI, Subsection 5(d), is hereby amended effective as to claims certified 
for payment on or after December 1, 1953 to read as follows: 
by the 
as ap- "(d) Attorney's fees actually paid not exceeding: 
roceeds 
gaction, "(1) No Change 
}or it 
bonus "(2) No Change 
© the con 
ompletion "(3) Fifty dollars plus 5 percent of the balance due on the note as 
eligible an additional fee where the action is contested and judgment is 
red on the obtained." 


Issued at Washington, D. C. October 28, 1953 


Guy T. 0. Hollyday 
Federal Housing Commissioner 





ta f) G2 EE UE e140 V teeth a atite se sel LEU 


‘epoy jwuyaryD 823815 Persus) 2y) Jo suOPsTA014 sapuN *y}0q 10 ‘#194 Z URY) 220M JOU 10; JUSTEUOSTId UT 0} 10 OOO'S$ WEY} 220mI OU Jo 
g © 0} oefqus oq [PSYs 2389g17422 #7Y) Ul UOL;E;UIseIde18}UI & 10 jUFUIA}E;9 O9]E)  SexeU {|ZULmouy OY 4uy :-ONINUVA 


——- @alvad 


oq Avul os8o oj se 
[®puvuy ey} wor; e0u ey} eseyoindar Ap;du102d 07 890138 peussiepun oy} ‘y2e1100UT eacid suoT}ejUEser 
Tl} 20 Uoeq Savy S[eLIezeur 


“pred 
ao 205 Sitt¢ Irv (8) <<ayemed chm agen Sus eo gun waneee Coneuen ous, (3) -Asoayop 20 uoryoydul 
4q SBM 97B9YT}I00 eaoge ey], (9) “Parearlep S[ele7zeUl 10 pezejduiod A[L0;I"JsT}es UVEq SEY 10M OY], 
Jo UoReUIUINSUOD OY} 10; UeUIBONPU] UB FY S9TesS BINyNJ UO UOTSSTUTWIOD JO SNUOG YSBd F sAle00I 
-eidaz Ueeq 3] S¥Yy 10U o7eqGe1 Jo yueuLAed YE=> = PeeT=54d 4c WOALS Used 4OU BBY JemoLi0g ey, I 
@]0Y% OY} SUTBPUOD 4OBI]UOS BY (g) “WOTINITWSUT [BoUBUY eA0gs 94} PUL JeMOLI0g oY} 0} peiealjep UFeq Sey jUSUIEBIZE 
yovszUos 043 Jo Adoo y (Z) “epeUl S] UBS] S7Y} YoTym 10} UOTEIOPsUCD @I]}US OY} 047Nz]}8U09 S[BLLeyeUL 10 Yom Sacgy oy, 

298Y} S7UBLIVM pu’ S2yTzZ100 
peuSis1epun ey} WHA 943 4q joo10y4} souvinsul ey} pus UBC] sTy} JO spesvcid zo yusuAed 943 Buyonpuy jo esodind oy} 104 


1954 


‘paiaaijap 40 


——-" grnqwusig 
19M0110g 
ice nntiitertiiieatnaeltaisi neq Sty 4MO P2OS SHY 19/D9P 344 {OY} PIYySi4OS 
aim nok jyun ayooyiHe> 8144 NOIS LON Od 
“peutiojied 410M ey} sy00dsuy 
20 dyysuwurys0m% JO [el1e;eU oy} seezUBIUNZ UOTNZWSUy [vIOUBUY ey} 10" WAY ey} Jey}TOU yey pue AzNIqQIsUOdgez (1n0) Aw 
8] peuzozied 410m oy} put pesN s[elIezEUI oy} JO soUW}de00" oy} pUE Je;vep 94} JO UOT}De]es OY} Fey} PUzsIepUN (em) | “UOT}Ow 
“GUBI} STY} JO UOTBUIUMSUOD OY} 1OJ QUSIZONPU! UY se sews GINgNy WO UOISSTUIUIOD JO SNUOG YSEO B eAyeder [Im (Om) | 7BY} 
(en) out 0} peyueserdel useq 3 s¥y Jou e¥qei 10 yusuiAEd Yysto & pesyuoid 10 UaAts Useq you eABY (em) | 3BY} AztI00 (2M) J 
"woReaddy ypexD (ano) Aur uy peqis2sep s[eJ19y8u oy} Jo UOHIPUc AzOj>~WzsHES UT ydyeoer @Bpojmouyoe Aqozey (9) I [| 
“SIWIMELYW dO BSVHIUNd FHL AINO SEZAOD NVO1 di 3UBH NOSHD 
, ‘uorjwoyddy yperD (ano) Aux uy pezworpul sesyuead uo 
peje duos AyL10,9Uj81}8s Y10% OY} PUY Pe|BIsU! PUB paYsTUINy Used GABY sTBIIO;VUI PUL S9/917I8 [Te By} AZ190 Aqorey (02M) | Cc] 
“NOLLVTIVISNI GNY STVIUZLYW dO 1S03 BOd AVd O1 SI NYOT di BUBH NOBHD 
ipy Suysnoy [euoHeN oy} JO | OT}, JO Sucpsysord 
OY} Of FuUWNSINd UBO] BW 1OZ Soom nnn DaaeD UORwoddy 47perg (no) Aul yj14 souEpsooo8 uy 


fe 
o 
G 
S 
gj 
D 
ve 
© 
x 


rr) _ ees Ree 


nanan nner nnnemnnenncnnnnnnnnnannenntnnnnnnnens Bg wecananennenannneneenennann eonawereceewerenennnnmee-= 1Qy 


(G3SSArlad SIVIBALYH BO ZNOG 3BOM) 


Treks §=ALVOIILYSO NOLLAWUWOO I TILL VHA ee 








16—6is008 


ee OF to Imprisonment for not more than 2 years, c 





Pine 








+ 
bd v 


oo 
ha 





HOUSING ACT OF 1954 1877 


FHA TITLE I DEALER APPLICATION fers revered ees 





(Insured Institution) @ate) 

The following information is furnished for the purpose of inducing you to approve my (our) applice- 
tion as a dealer, pursuant to the provisions of Regulation VIII, Section i(a) issued by the Federal Housing 
Commissioner under the authority contained in Title I of the National Housing Act. 











BUSINESS MAME Phone 
Address ppansims For tw years 
(Street) (City) (Zone) (State) _ 
Por _...___ years 
svete Sam (Street) City) (tate) 


Date Established 





OO . consul 
General contracting, lumber yard, heating, etc.) 





























OWNERSHIP: OC)Sele Owner OCPartnership DCocerporation 
i i a il elle Mh 
(Name) (Title) (Home Address) 
(Name) (Title) (Home Address) 
j=) (Title) (ome address) 
TRADE REFERENCES: (ame suppliers of major products financed under Title I FHA) 
Name Addrese 
BANK OF DEPOSIT be B gals a sideallielal ‘euilontnall es en 
SAVE DISCOUNTED PAPER WITH: 
$$$ —_ From a 
(Kame) (Address) (year) (year) 
al eae ep teen nets REPSSSIES FOG eee 8 ane 
(Name) (address) (year) (year) 


If paper to be financed represents the sale of « specialty product, indicate trade name and manufacturer 





ce ; (ittach descriptive literature and price list) 


No. of Branches 0 





Sales Area’ 


address of Branches 








Describe any guaranty given buyers 





Financial statement as of sis atteched. 
(Wate) 

I (we) understand that I (we) are fully responsible for the Title I activity of all sales personnel, 
thet ethical and proper selling practices will be followed, and that immediate attention will be given to 
all complaints involving materials, workmanship or sales representations. 

I (we) certify that the statements are true. I (we) understand this application shall remain the prop- 
erty of the financial institution to which it is submitted and, if requested, a copy may be furnished to 
the Pederal Housing Administration. 









erase aces sei , 
WARING: any person who knowingly makes a false statement or a misrepresemtation in this application shall 


be subject to a fine of not more than $6,000 or imprisonment for not more than 2 years, a both, 
a under provisions of the Qnited Gtates Criminal coke. 
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THIS SPACE FOR USE OF DEALER IN SUPPLYING ADDITIONAL INFORMATION 











THIS SPACE FOR USE OF INSURED INSTITUTION 


Dealer given copy of Dealer Guide 
Fire and all principals checked ageinst Precautionary measures list 
References checked 

Credit report dated _ ‘ —_.... Sttached 

Previous lenders checked 
Place of busines’ inspected by 





The dealer whose application appears on the reverse hereof has been approved after auch investiga- 
tion as we consider necessary to establish that the dealer is reliable, financially responsible and 
qualified to perform satisfactorily the work to be financed and to extend Proper service to the customer. 


Dealer Approved =. aie at 


TU. 5. GOVERNMENT PRINTING OFFICE 1953 O—2824)" 
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(The following answers to 73 questions submitted by the committee 
on title I insurance was ordered inserted in the record ; see p. 1371:) 


Feperart Hovsine ADMINISTRATION, 
OFFICE OF THE COMMISSIONER, 
Washington D. C., April 22, 1954. 


Hon. Homer BH. CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Senator CAPEHART: Enclosed is the list of the 73 questions which you 
gave to Mr. Frentz concerning the property improvement loan insurance program 
under title I of the National Housing Act. With the exception of questions num- 
pered 68, 69 and 70, I am submitting answers of a factual nature which were 
prepared by members of the Federal Housing Administration staff who have been 
engaged in title I operations. 

Question numbered 68 concerns past legislative recommendations which may 
have been made either by the Housing and Home Finance Agency or by the 
Federal Housing Administration, and will therefore be answered separately as 
soon as we have been able to check the required information with the Housing 
Administrator’s office. Questions numbered 69 and 70 involve recommendations 
for future action with respect to the title I program. As you know, we are 
working on such recommendations in cooperation with the Housing Administra- 
tor, whose early response to similar questions has also been requested by your 
Committee. Accordingly, our further reply to these two questions will also be 
sent to you under separate cover. 


Sincerely yours, 
NormMAN P. Mason, 


Acting Commissioner. 


QUESTIONS REGARDING TiTLe I REPAIR INSURANCE 


Question 1. Is it not true that this title I house repair insurance program was 
first enacted in 1934 for a period of only 2 years to January 1, 1936, or such 
earlier date as the President might fix by proclamation? 

Answer. Yes. 

Question 2. Doesn’t section 2 (a) of the National Housing Act make the home 
repair insurance program subject to such terms and conditions as the Federal 
Housing Commissioner may prescribe, apart from the specific limitations set forth 
in the National Housing Act? 

Answer. Yes. 

Question 3. Under that authority, hasn’t the Commissioner issued a printed 
statement of administrative policy and regulations covering the home repair 
program under title I? 

Answer. Yes. The most recent revision of the regulations booklet, FH-—20, 
was issued December 31, 1953, and includes the “Regulations governing class 1 
and 2 loans, effective July 1, 1947, including all amendments to December 18, 
1953.” 

Question 4. Section 2 authorizes insurance of loans or purchases of obligations 
for the purpose of financing alterations, repairs, and improvements upon or in 
connection with existing structures as well as the building of certain new struc- 
tures. What does FHA administrative policy or regulations consider such al- 
terations, repairs, and improvements to include? 

Answer. In answer to this question we are quoting below Regulation VII of 
Governing Regulations and Explanatory Policy pertaining thereto. 


“Reeuiation VII 


“ELIGIBLE EXPENDITURES 


“1. Property location.—The property to be improved shall be located within the 
United States, its Territories, or possessions. 

“2. Use of proceeds —The proceeds of a loan shall be used only to finance 
alterations, repairs, and improvements upon real property or in connection with 
existing structures, commenced in reliance upon the credit facilities afforded by 
Title I of the act. 

“3. Reliance on Credit Application.—An insured acting in good faith may, in 
the absence of information to the contrary, rely upon all statements of fact made 
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by the borrower, which are called for by the borrower's Credit Application, in 
determining the eligibility of the improvements to the property. 

“4. Technical services and direct costs.—The proceeds of a loan may be used 
to pay the cost of architectural and engineering services, and fees paid for obtain- 
ing building permits that are directly connected with the eligible alterations, 
repairs, or improvements financed in accordance with these Regulations. 

“5. Supplementing an uninsured obligation.—The proceeds of a loan shall not 
be used to supplement another obligation of the borrower not reported for insur- 
ance, the payment of which is to be secured by a prior lien created in connection 
with the proposed alteration, repairs, or improvements. 


“ELIGIBLE IMPROVEMENTS 


“The following statement of basic policy may be supplemented by a specific 
ruling as to any particular project or item about which there may be doubt on 
the part of the lending institution, upon application to the Federal Housing 
Administration, Washington 25, D.C. Requests for rulings should be supported, 
if possible, by descriptive or illustrated literature in the case of a specific indi- 
vidual item as well as plans and specifications where general projects involving 
various improvements are contemplated. 


“Heisting structures—Class 1 (a) loans 


“The structure to be improved must exist as a completed building that is 
occupied or used, was formerly occupied or used, or has been made ready for 
occupancy or use. 

“No part of a loan may be used to finance the cost of completing an unfinished 
structure. This does not exclude a loan for the repair of a previously complete 
structure which has been damaged but not substantially destroyed by deteriora- 
tion, flood, fire, or other casualty; nor the construction of an attached garage, or 
other attached building in connection with a completed heuse or other existing 
buildings, such as homes, apartment houses, hotels, office buildings, hospitals, 
orphanages, colleges, churches, and manufacturing and industrial plants. 

“Eligible expenditures include those for structural alterations, repairs, or 
additions upon the structure itself, or in connection therewith. The enlarge- 
ment of the size of the structure, a new stairway, new flooring, new porch, roof, 
plumbing, wiring, painting, plastering, venetian blinds, awnings, and heating 
systems, which in themselves are alterations and improvements, are eligible 
expenditures. 

“Improvements in connection with the existing structure may also include 
such changes in the status of the ground on which the building stands as gradinz 
and landscaping, private sidewalks, private curbs, fences, and driveways. Like- 
wise the installation of a septic tank or cesspool, the drilling of a well together 
with necessary pumping equipment and piping, although removed from the struc- 
ture but in connection with the structure, are eligible. 

“A loan to convert one type of building into a different type will be eligible 
provided a substantial part of the original building is left standing. For in- 
stance, a loan for the conversion of a single-family dwelling into’ an apartment 
would be eligible if the walls and other main structural elements are left stand- 
ing. A new stairway, new windows, rooms, porch, etc., may be added, and 
partitions changed. 

“A loan to demolish a structure or to move a structure off the premises would 
not be eligible except where such demolition or moving is for the purpose of 
improving an existing structure remaining on the property. 

“Loans to finance the cost of insulating an existing structure, putting on a 
new roof, installing a new bathroom, adding closets, repairing the floors, walls, 
or ceiling are eligible. 

“Heating systems, including stokers, oil burners, coal, gas, and electric furnaces, 
and plumbing and wiring, when a permanent part of the realty, are eligible. 

“Equipment and machinery such as presses, drills, lathes, and other similar 
items used in an industrial or commercial establishment are not eligible regard- 
less of the method or permanency of installation. 

“Refrigerators, washing machines, ironers, stoves, dishwashers, carpeting, 
draperies, and other household appliances and furnishings are not eligible. 

“Bearing in mind that loans for eligible repairs, alterations, and improvements 
must be upon existing structures or in connection therewith, the following 
principles are applicable : 

“(a) The repair, improvement, or addition must be physically attached to 
and a part of the structure or in connection therewith. 
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“(b) Improvements and additions which are removable or by their char- 
acter necessarily temporary, are not eligible. Items which are of a‘nature 
generally considered as trade fixtures or equipment for commercial or 
industrial use are not eligible. 

“(c) A loan for the improvement of a structure to make such structure 
adaptable to the installation of ineligible equipment and machinery is insur- 
able but a loan for the purchase of such ineligible equipment and machinery 
is not insurable. For example, a loan to strengthen the foundation, walls, 
and the floors of a structure to hold safely heavy machinery that may be 
installed would be eligible but a loan for the purchase of the machinery 
would not be eligible. 

“(d@) An ineligible item does not become eligible merely because it is 
attached to the realty. 


“Class 1 (b) loans 

“Tt is required that the proceeds of a class 1 (b) loan be used to alter, repair, 
improve, or convert a structure so as to further its use as a dwelling for two or 
more families, For example, a single family house may be converted into a two- 
family house; a dwelling for two or more families may be improved by painting 
or by installing a new heating system or a new plumbing system. It would be 
eligible to alter a commercial building so as to provide living accommodations 
for two or more families. However, it would not be permissible to use the 
proceeds of a class 1 (b) loan to benefit the business that may be conducted in a 
structure, such as installing a new store front, even though the building is used 
or will be used as a dwelling for two or more families. 

“In order that the lending institution may determine (a) the eligibility of the 
proposed work and (b) the fact that the structure to be improved is used or will 
be used for two or more families the borrower should clearly indicate the required 
information in his Credit Application and in the statement of the improvements 
as required by Regulation VIII, section 1 (d). The lending institution may 
rely upon such information in the absence of information to the contrary. 

“‘Family’ as used in the Regulations is defined as one or more persons living, 
sleeping, cooking and eating on the same premises as occupants of one living unit. 

“If there is any doubt as to whether a proposed project is eligible for class 1 
(b) financing, all the facts of the case may be submitted to Washington for an 
official ruling. 


“New structurcsa—class 2 loans 


“Examples of new structures eligible for a class 2 loan which may be erected 
on improved or unimproved real property are barns, garages, service buildings, 
wayside stands, gasoline stations, tourist cabins, bunk houses for itinerant farm 
laborers, and industrial or commercial buildings. 

“A class 2 loan may not include the cost of trade equipment used in the opera- 
tion of the business that will occupy the structure. The loan may include the 
cost of heating or lighting systems and similar items which are eligible for class 1 
improvement loans. For example, a loan not in excess of $3,000 may be used to 
erect a commercial building, including a heating system, but no portion of the 
proceeds may be used to buy and equip the structure with trade fixtures. 

“The proceeds of a class 2 loan must be used to finance the building of a new 
structure that will be ready for use upon completion. It is not permissible to 
purchase an existing structure nor to apply the proceeds to complete a structure 
that is partially built. 

“More than one new structure may be built on a single piece of property but 
the principal amount of any one loan may not exceed the maximum of $3,000 for 
any one piece of property. For example, if a borrower wishes to erect a new 
barn to cost $1,500 and three separate service buildings to cost $500 each, a loan 
for the full $3,000 would be eligible. 

“No portion of a class 2 loan may be used for demolishing existing structures 
to make room for a new structure. However, the erection of a new structure 
on an old foundation would be eligible.” 

Question 5. Has FHA approved such items as barbecue pits or fire-alarm sys- 
tems as coming within the scope of section 2 insurance? 

Answer. Yes. Counsel has ruled that barbecue pits are improvements in con- 
nection with existing structures and that fire-alarm systems installed in existing 
structures with wiring placed within the walls of*the structures are an improve- 
ment upon the existing structures. 

Question 6. FHA has approved landscaping as coming within the scope of this 
insurance program, has it not? 
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Answer. Yes. Counsel has ruled that landscaping is an improvement to the 
realty in connection with an existing structure. 

Question 7. Section 2 gives the FHA Commissioner ample power to require that 
the insured financial institutions be qualified by experience and eligible fo; 
credit insurance, does it not? 

Answer. Yes. 

Question 8. Is it not true that FHA records any loan under section 2 for insur. 
ance coverage merely in reliance upon a certificate of the financial institution 
that the loan was made in accordance with regulations, without any further 
check into the merit of the particular loan, unless the loan would result in $5,000 
in loans outstanding to one borrower? 

Answer. Yes; except that if the loan report obviously indicates a violation of 
the statute or regulations, the matter is taken up with the lending institution at 
this stage. 

Question 9. If such a loan goes into default, it is true, however, is it not, that 
FHA has stated it will pay an insurance claim only on proper audit and finding 
that the loan was handled in accordance with regulations? 

Answer. Yes. 

Question 10. Has FHA made such an audit and finding before paying each in. 
surance claim under section 2? 

Answer. Before paying a claim the complete file, together with all documents, 
are audited by the Comptroller, and certified for payment only upon finding of 
compliance with governing regulations. There is no physical inspection of 
the work, its cost, or related conditions of the transaction in the field. 

Question 11. How many and what amount of claims have been declined as a 
result of such audit? 

Answer. Approximately 8,600 claims, for approximately $2,714,000. 

Question 12. In how many cases has FHA paid insurance claims under section 
2 of title I? 

Answer. For the 20-year period from June 1934 through February 1954 FHA 
has paid insurance claims on 482,178 cases under this section of title I. 

Question 13. What is the total amount of such claims paid as compared to the 
total amount of insurance issued under section 2? 

Answer. The total dollar amount of claims paid through February 28, 1954, 
amounted to $151,924,118. In the same period, FHA insured loans totaling 
$7,658,954,904. 

Question 14. What total amount of insurance premiums have been collected 
under this section 2 program? 

Answer. The FHA has collected insurance premiums of $138,030,649 since 
July 1, 1939, and up to February 28, 1954. Prior to July 1, 1939, when Public 
Law 111 (76th Cong.) (54 Stat. 804) became effective, the FHA was not au- 
thorized to charge for this insurance. 

Question 15. How many of the loans covered by section 2 insurance were or 
are so-called character loans and how many were or are secured by a mortgage 
on the premises being repaired with the loan proceeds? 

Answer. The taking of security is left to the judgment of the insured insti- 
tution, unless otherwise specified by the Commissioner, either by regulation 
or as a condition of prior approval. No record is maintained as to the number 
of such loans although the number may be considered substantial. It is most 
frequent with loans of larger amounts. 

Question 16. In cases where the insurance under section 2 is against losses 
from purchases of obligations representing loans and advances of credit, how 
many of those purchases by the financial institution are made without recourse 
against the seller? 

Answer. “With recourse” endorsements by dealers are not required by the title 
I regulations and are rarely required by insured financial institutions in title | 
cases. However, even a “without recourse’ endorsement warrants that the en- 
dorser knows of no defect in the instrument. Of course, either the FHA or the 
bank may hold the dealer strictly accountable for the correctness of any rep- 
resentations which he makes in the dealer’s completion certificate or otherwise 
He also is held accountable if he knows of any false representations in any other 
documents which he presents in order to get the proceeds of the loan. 

Question 17. Why does FHA administrative policy prescribe that it does not 
approve dealers for participation in the title I program, leaving this task to the 
financial institution? 
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Answer. We estimate that approximately 200,000 dealers, contractors, jobbers, 
and related enterprises in the home-improvement field are participating in the 
title | program. The task of investigating and putting a seal of approval on re- 
liable dealers would be enormous and obviously costly. Assuming that the 
expense could be justified on the grounds of providing protection for home- 
owners, another point to be considered is that the Government, having put its 
seal of approval on the dealer or contractor, would necessarily have to resolve 
all disputes, however minor in nature, to determine whether approval of a dealer 
should be rescinded. Such approval would make it necessary to constantly 
keep under surveillance the conduct of the dealers’ operations. 

Question 18. Does FHA feel no responsibility to see that the home repair loan 
program is properly carried out not only by lending institutions which directly 
benefit from it, but also by dealers, salesmen, and borrowers? 

Answer. Yes. The FHA recognizes a definite responsibility in this respect. 

Question 19. Do not FHA’s own administrative policies warn against unscrupu- 
lous dealers and unethical salesmen? 

Answer. Yes. Our booklet FH-20, referred to before, the Dealer Guide 
(FH-30A) and letters to field offices and to lending institutions all stress this 
policy and outline specific steps that should be taken by the lenders and FHA field 
offices to control the operations of such individuals. 

Question 20. Doesn’t FHA regulation VIII (8) under title I require the insured 
institution to approve any dealer as reliable, financially responsible, and qualified 
to perform and service the work to be done? 

Answer. Yes. If the proceeds of the loan are not delivered directly to the bor- 
rower without the intervention or participation of the dealer or other inter- 
mediary. 

Question 21. Doesn’t the same regulation require this dealer approval to be 
evidenced by an application in form approved by the FHA Commissioner signed 
by the dealer and the insured institution? 

Answer. Yes. However, this dealer application did not become mandatory 
until the amendments were made to the regulations on October 28, 1953, effective 
December 1, 1953, as to all new dealers, and dealers from whom the lender had 
not purchased title I paper within the preceding 12 months. 

Question 22. Will you supply for the record the FHA title I dealer application 
form approved by the FHA Commissioner and cleared with the Budget Bureau? 
Answer. The form is attached. 
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FE-13 FHA TITLE I DEALER APPLICATION amet eppreved 
eet Buresu No. 63-244, 
To ee 
(Insured Institution) Wate) 
The following information is furnished for the purpose of inducing you to approve my (our) applics 
tion as a dealer, pursuant to the provisions of Regulation VIII, Section 1(a) issued by the Federal Housing 
ssioner under the authority contained in Title I of the National Housing Act. 
BUSINESS NAME . ee 
iieichiierscithi ntirrieenrecerecereningiaiteiasrtitiaenaanrrnsine item rispaastitncitiatimaneeneasiiniiiinsmariameteniiaeins. mt an years 
(Street) (City) (Zene) (State) 
SS CI ela niccrcecitee tectonics a=noeiettiipareilirininaaheyeseninion Aeeraphitieseiaisctemialiiitd OP years 
(Street) (City) (State) 
TYPE OF BUSINESS a adil sibel aighiettlincey inital —______—. Date Established. 
(General contracting, lumber yard, heating, etc.) 
OWNERSHIP: O)Sele Owner OC)Partnership CiCorporation 
RNID —-~,dcizsisnnesiecntdiatilchnitiladiipasicihieatnnicetairs italia lati tats celia meas iaiipcdiiimmatiaiiatiasiiatiatcatiat eres ae 
(Name) (Title) (Home Address) 
(Name) (Title) (Home Address) 
(Name) (Title) (Home Address) 
TRADE REFERENCES: (Name suppliers of major products financed under Title I FHA) 
wane Address 








BANK OF DEPOSIT <i 
HAVE DISCOUNTED PAPER WITH: 


a —_ ee SO 
(Hane) (Address) (year) (year) 


<cncnssetaicneceeyiipotnatthilaniistisncinttaninnniditeniins ee Lae 22 
(Name) (Address) (year) (year) 


If paper to be financed represents the sale of « specialty product, indicate trade name and manufacturer 








(Attach descriptive literature and price list) = 


SS Oe 





Address of Branches _ 





Describe any guaranty given buyers 


Financial statement as of sis attached, 
(ate) 


I_(we) understand that I (we) are fully r ible for the Title I activity of all sales 
and r selli ractices will be followed, and that immediate attention will be given to 

all complaints involving materials, workmanship or sales representations. 
I (we) certify that the statements are true. I (we) understand this application shall remain the prop- 


erty of the financial institution to which it is submitted and, if requested, a copy may be furnished to 
the Federal Housing Administration. 





Firm 


be subject to a fine of not more than $5,000 or to imprisonment for not more than 2 years, « both, 
under provisions of the United States Criminal Code. 
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THIS SPACE FOR USE OF DEALER IN SUPPLYING ADDITIONAL INFORMATION 












































No. 63 Ras 
a 
SPPlica- 
ral Housing CT 
years a _ii bs 
- years 
on 
ee 
writen eet 
ET 
22 
year) * 
year) 
acturer — 
iain 
THIS SPACE FOR USE OF INSURED INSTITUTION 
¥ © Dealer given copy of Dealer Guide 
(1 Firm and all principals checked against precautionary measures list 
; ~ © References checked 
a * : C2) Credit report dated attached 
nd © Previous lenders checked 
- — © Place of business inspected by _.. .._ ......--—Ss«éDattlw 
Fl 
f Remarks penpemeniniininsinicpmaneninsincseapisianici 
rsonnel, & 
tiven to E ag RT ee ees . is ed 
the prop- 
hed to 
The dealer whose application appears on the reverse hereof has been approved after such investiga- 
tion as we consider necessary to establish that the dealer is reliable, financially responsible and 
a qualified to perform satisfactorily the work to be financed and to extend proper service to the customer. 
Dealer Approved —. 195 _ By: _ see 
te shall 


» @& both, 115706 ABFA-FRA-Wash., D. C. 
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Question 23. In that form, doesn’t each dealer certify that he is fully respon- 
sible for the title I activity of all sales personnel? 

Answer. Yes. 

Question 24. In that form doesn’t the dealer also certify that ethical and proper 
selling practices will be followed? 

Answer. Yes. 

Question 25. Does not the dealer also certify in that form that immediate atten- 
tion will be given to all complaints involving matevials, workmanship, or sales 
representations? 

Answer. Yes. 

Question 26. Doesn’t this dealer application form expressly state that the 
information given in it is furnished for the purpose of inducing the lending insti- 
tution to approve the dealer under regulation VIII issued by FHA under title I? 

Answer. Yes. 

Question 27. Doesn’t the dealer application form expressly warn that any per- 
son knowingly making a false statement or misrepresentation in the certificate 
is subject to a fine of not more than $5,000 or imprisonment for not more than 
2 years, or both, under the United States Criminal Code? 

Answer. Yes. At the bottom of the form (FH-13) and below the signature of 
the dealer is a warning to this effect. 

Question 28. It is noted that FHA’s administrative policy under title I states 
that the insured institution may be called upon to furnish FHA the file containing 
the institution’s approval of the dealer, where an insurance claim is shown to have 
resulted from default occasioned by fraud or faulty performance on the part of 
the dealer. In how many cases has this action been taken? 

Answer. Beginning August 14, 1953, the Comptroller's Division was instructed 
to refer to the Title I Division all claim files containing evidence of fraud or 
serious dealer irregularity in order that the insured institution could be asked 
to forward its dealer file for review. Our records show that files have been 
requested in 38 specific cases. In addition dealer files have been examined by 
FHA financial representatives in their routine surveys of lending institutions, 
and many have been examined by the Washington FHA staff in considering the 
institution of precautionary measures. However, no specific figures are available 
as to the number of cases reviewed. 

Question 29. What does FHA do when it receives such a file, assuming ethical 
and proper selling practices have not been followed or that attention has not 
been given by the dealer to complaints about materials, workmanship, or sales 
representation? 

Answer. In the context referred to in the preceding question (question 28), the 
requirements of regulation VIII concerning the dealer file relate to the lender's 
approval of the dealer. 

When the requested file is received, it is reviewed to determine that the lender 
has complied with these requirements: (1) That the necessary investigation 
has been made to determine that the dealer is reliable, financially responsible, 
qualified to perform satisfactorily the work to be financed, and to extend proper 
service to the customer; and (2) that the approval of the dealer by the lender 
is evidenced in writing, signed and dated. 

Since the amendment to regulation VIII, effective December 1, 1953, it is 
required that the lender’s approval be evidenced by an application signed and 
dated by the dealer and signed and dated by the lender on a form approved by 

the Commissioner. 

When it is found that the lender has not satisfactorily investigated and 
approved the dealer, payment of claim may be denied or withheld until investiga- 
tion establishes the necessary points to justify payment of claim. 

Question 30. What action, if any, has FHA taken to see that an approved dealer 
honors his certification that he is fully responsible for the title I activity of all 
sales personnel? 

Answer. The dealer’s certification of his responsibility for the title I activities 
of sales personnel is accepted unless the FHA is put on notice otherwise. In 
such an instance, the case is developed and if the findings warrant, the FHA 
insists that necessary corrective action be taken to correct mistakes made and 
to prevent recurrence. Refusal of the dealer to fully cooperate would be con- 
sidered grounds to request the lender to follow the precautions outlined in 
regulation VIII, section 2. If the note has come into the possession of the FHA, 
the matter may be referred to the Department of Justice for appropriate action. 

Question 31. FHA’s administrative policy under title I states that an insurance 
contract may be terminated with respect to any future business upon 5 days’ 
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written notice from the FHA Commissioner where it appears to him that an 
insured institution is not using proper credit judgment, is not reasonably safe- 
guarding its outstanding loans, or is not using proper care in selecting those from 
whom it purchases notes. In how many cases has FHA taken such action? 

Answer. Since 1950 it has been necessary for the Administration to notify three 
lending institutions of the canceliation of their contracts of insurance because 
of seriously unsatisfactory or unsound operations, Generally, however, because 
of the drastic effect of cancellation of a contract it has been FHA policy to give 
lenders an opportunity to withdraw from the program rather than to proceed 
with cancellation. It is made clear in such situations that should the lender 
elect not to withdraw, cancellation would be necessary. In 22 instances since 
1950, institutions have dropped out of the program on the foregoing basis. In 
many other instances FHA has notified lenders that cancellation was under 
consideration and would be put into effect unless corrective steps were taken. 
In most instances this notification has been effective in bringing about prompt 
improvement. 

Question 32. FHA Regulation VIIT under title I excuses the need of a dealer's 
approval certificate where loans are disbursed to the borrower “without the 
intervention or participation of the dealer or other intermediary in any manner 
in such disbursement.” What does FHA consider would constitute such inter- 
vention or participation? Would it include a case where the dealer or his 
salesman orally encourages a borrower to apply for a direct loan from the lending 
institution? 

Answer. This regulation refers only to intervention or participation in the 
disbursement of the loans, for example, where the loan is disbursed by check 
made payable to the borrower and the dealer jointly. It would not include a 
case where the dealer or salesman merely encourages a borrower to apply for a 
loan, but it would include any case where the disbursement check is made payable 
to the borrower and delivered to the dealer or where, at any stage in the 
transaction, the dealer or salesman obtains from the lender possession or control 
of the disbursement check or cash proceeds of the loan. 

Question 33. Regulation VIII under title I also requires an insured institu- 
tion to get a completion certificate signed by the borrower and a completion 
certificate signed by the dealer on forms approved by the FHA Commissioner 
before any loan proceeds are disbursed. Please file in the record a copy of 
the form of FHA title I completion certificate approved by the FHA Commissioner 
and the Budget Bureau. 

Answer. The completion certificates of the borrower and the dealer are con- 
solidated on one form, FH-2. Revised form mandatory January 1, 1954. 
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(EXHIBIT E) 
(Revie Geaaber 1968) FHA TITLE I COMPLETION CERTIFICATE = Bantiictve. oan: 


a | 

(Financial institution) (Addrews) 

In accordance with my (our) Credit Application dated 
provisions of Title I of the National Housing Act: 

CHECK HERE IF LOAN IS TO PAY FOR COST OF MATERIALS AND INSTALLATION. 


{jr (We) hereby certify that all articles and materials have been furnished and installed and the work satisfactorily completed 
on premises indicated in my (our) Credit Application. 





for a loan pursuant to the 





CHECK HERE IF LOAN COVERS ONLY THE PURCHASE OF MATERIALS. 
Cj: (We) hereby acknowledge receipt in satisfactory condition of the materials described in my (our) Credit Application. 

I (We) certify that I (we) have not been given or promised a cash payment or rebate nor has it been represented to me (us) 
that I (we) will receive a cash bonus or commission on future sales as an inducement for the consummation of this trans- 
ection. I (we) understand that the selection of the dealer and the acceptance of the materials used and the work performed is 


my (our) responsibility and that neither the FHA nor the financial institution guarantees the material or workmanship or 
inspects the work performed. 


DO NOT SIGN this certificate until you ore mens 
NOTICE satisfied that the dealer has caried out his 


TO obligations te you and thet the work or the ormmer 
BORROWER matericls have been satisfactoril 2 eae 
or delivered. Signature ...... taminttiinsriatmesti _ 
For the purpose of inducing the payment of proceeds of this loan and the insurance thereof by the FHA the undersigned 
certifies and warrants that: 
Bp Se ee ee ree coment Ce eee rene naie ene See ane ) Rony Goats 
or agreement has been delivered to the borrower and She Shove Seen See. (3) This contract contains the whole 


agreement with the borrower. (4 Soe benvemar Dae Ses Paen arven of peeieee © 4 ae aly hp tb 
sented to the borrower that he receive a cash bonus on Satuve enlen 0a eae an inducement for the consummation of 


this transaction. (5) The work has been coateciahe delteamna., ‘6 certificate was 
the borrower afer auch completion or delivery. tatistactriy completed or aerial Slvae eaSts oe Eh Ai bille for hor 


If of the above tations prove incorrect, the undersigned agrees to promptly repurchase the note from the financial 
institution or from the FHA as the case may be. 





esaree ———o—"" ee 


Sieh cine nee ae SIGN HERE By 


on ectaesa-cerceseeceeccoccer ee cneseeeerese=----- 


WARNING: Any a knowingly makes a false statement or a misrepresentation in this certificate 
of not more than ees asd 


‘© 6. CovEnentet resmtias Grice 16—61906-3 


Question 34. In this certificate doesn’t the dealer “certify and warrant,” in 
order to induce FHA to insure the loan, that the work or materials furnished 
constitute the entire consideration for the loan? 

Answer. Yes. Specifically the form states that “For the purpose of inducing 
the payment of proceeds of this loan and the insurance thereof by the FHA the 
undersigned (dealer) certifies and warrants that— 

“1. The above work or materials constitute the entire consideration for 
which the loan is made.” 

Question 35. Isn’t this statement in the certificate false if any part of the 
loan proceeds are used for any purposes other than to pay for the work or 
materials? 

Answer. Yes. 

Question 36. If any part of the loan proceeds are used for purposes other 
than paying for the work or materials furnished and the dealer certifies and 
warrants that the work and materials constitute the whole consideration for 
the insured loan, knowing such a statement to be false, isn’t the dealer liable 
to criminal prosecution for violation of title 18, section 1010, of the United States 
Criminal Code? 

Answer. Yes. 

Question 37. Moreover, isn’t anyone who uses any such false document knowing 
it to contain any false statement liable to criminal prosecution under section 
1001 of the United States Criminal Code? 

Answer. Experience has indicated that prosecution under section 1010 of 
the Criminal Code is more successful, but it is believed that prosecution under 
section 1001 of the Criminal Code might also be possible. 

Question 38. Have any such cases come to the attention of FHA? 

Answer. Yes. 
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Question 39. What action has FHA taken in such cases? 

Answer. When the facts warrant, action is taken to place the names of such 
offenders on the list of dealers subject to the precautionary measures outlined 
in regulation VIII, section 2. To the extent possible under budgetary limita- 
tions, such cases have been investigated and reports of investigation have been 
submitted to the Justice Department for prosecution of the offenders. In some 
instances action has also been taken against the offenders in the nature of a 
civil suit pursuant to the provisions of the so-called fraudulent claims statute 
(81 U. 8S, C. 281). 

Question 40. Doesn’t the approved form of completion certificate also require 
the dealér to certify and warrant that the copy of the contract delivered to the 
borrower and the lending institution contains the whole agreement with the 
borrower and that the borrower has not been given or promised a cash payment 
or rebate to induce him to carry through the loan transaction? 

Answer. Yes, warranties No. 8 and No. 4 of dealer’s portion of the completion 
certificate. 

Question 41. Have any cases come to FHA’s attention where the dealer has 
pe a certificate, but the borrower has received a cash payment or 
rebate 

Answer. To our knowledge there have been no such cases coming to the atten- 
tion of the FHA where the new form of completion certificate has been used. 

Question 42. What has FHA done about such cases? 

Answer. See answer to No. 41. 

Question 48. Doesn’t the form of completion certificate also require the 
dealer to certify and warrant that the work has been satisfactorily completed 
or materials delivered? 

Answer. Yes. Warranty No. 5. 

Question 44. Isn’t the dealer liable to criminal prosecution for knowingly 
making such a statement if it is false? 

Answer. Yes, if the false statement is made for the purpose of obtaining 
proceeds of a title I loan and the other elements of the criminal offense are 
present. 

Question 45. Have any such cases come to FHA’s attention? 

Answer. Yes. 

Question 46. What action has FHA taken to proceed against the dealer for 
knowingly making a false statement? 

Answer. The answer to this question is the same as indicated in the answer 
to question No. 39. 

Question 47. Doesn’t the completion certificate also require the dealer to 
agree to repurchase the note from the lending institution or from FHA, which- 
ever has it, if any of the representations made by the dealer in the completion 
certificate prove to be incorrect? 

Answer. Yes, since January 1, 1954, when the new form of certificate became 
mandatory. 

Question 48. Has FHA ever had occasion to enforce such an agreement? 

Answer. There have been only two cases brought to the attention of FHA in 
Washington. In one case the facts were discovered by the lender and, on re- 
quest, the dealer immediately repurchased the loans in question. As a result 
of this instance, the FHA immediately placed limitations on the dealer’s opera- 
tion with respect to the origination of further business under title I. In the 
other case the dealer was unable or unwilling to honor his certification on the 
dealer’s completion certificate and precautionary measures were instituted and 
the case will be considered by the Legal Division with a view of instituting 
criminal action. 

Question 49. Isn’t it true that the completion certificate relegates inspection 
to the dealer, wherever he is required to sign a completion certificate, since the 
borrower’s portion of the completion certificate expressly states that “neither 
the FHA nor the financial institution guarantees the material or workmanship 
or inspects the work performed”? 

Answer. The completion certificate places a joint responsibility upon both the 
dealer and the borrower to ascertain that the work has been satisfactorily com- 
pleted in order to make proper certifications. Some financial institutions do 
inspect the work and many make “spot checks” of a portion of the jobs per- 
formed by each dealer. Lenders are encouraged by the FHA to make such 
inspections. 


44750 O—54—pt. 338 








1890 HOUSING ACT OF 1954 


Question 50. Isn’t it true that under FHA regulation VIII the dealer need 
sign no completion certificate if the insured loan is disbursed directly to the 
borrower without intervention or participation of the dealer or other intermedi- 
ary in any manner in the disbursement? 

Answer. Yes. 

Question 51. In the borrower's portion of the approved form of completion cer- 
tificate, doesn’t the borrower certify that he hasn’t been given or promised a 
cash payment or rebate as an inducement to carry out the transaction? 

Answer. Yes—exact wording is “cash bonus or commission on future sales.” 

Question 52. Doesn’t the completion certificate also expressly warn that know- 
ingly making a false statement in the certificate is a criminal offense under the 
United States Criminal Code? 

Answer. Yes. 

Question 53. Have any cases come to FHA’s attention where the borrower 
signing an approved form of completion certificate has received cash or a re- 
bate as an inducement to carry out a section 2 loan transaction? 

Answer. To our knowledge there have been no such cases where the borrower 
signed the new form of completion certificate and received cash or a rebate as 
an inducement to purchase. 

Question 54. If so, what action has FHA taken to bring the borrower to ac- 
count before the bar of justice? 

Answer. See answer to No. 53. 

Question 55. Is it not true that even the borrower need sign no completion cer- 
tificate under regulation VIII if the loan is made directly to the borrower with- 
out intervention by a dealer or other intermediary? 

Answer. Yes. (See also answer to next question.) 

Question 56. Why doesn’t FHA require a completion certificate from the bor- 
rower in all cases under section 2 loans? 

Answer. The completion certificate was designed primarily for the protection 
of the borrower against fraudulent and unscrupulous dealers and salesmen. 
The borrower's representations with respect to the use of the loan proceeds are 
set forth in the credit application. In the direct-loan transaction it is contem- 
plated that the borrower will be able to obtain the loan proceeds in advance 
of the performance of the work in order that he may have funds to buy materials 
and employ workmen of his own choosing. In many instances he does some 
or all of the work himself, using the loan proceeds to purchase materials only. 

Question 57. In the case of all loans under section 2, doesn’t regulation VI 
require the insured institution to obtain a credit application executed by the 
borrower on a form approved by the FHA Commissioner? 

Answer. Yes. 

Question 58. Why doesn’t the credit application contain a certification by the 
borrower that he will use the loan proceeds for eligible purposes. only? 

Answer. The credit application, FH—1, contains a section headed “Proceeds 
of This Loan Will Be Used on Above Property as Described Below.” ‘There 
follows a space for borrower to fill in description of improvements and cost 
thereof. At the bottom of the form is a certification signed by the borrower 
that the above statements are true. 

Question 59. Regulation VII preserves the eligibility of a note for FHA in- 
surance even though, after the loan is made, the insured institution in good faith 
discovers a material misstatement or misuse of the proceeds of the loan by the 
borrower, dealer, or others? Doesn’t this remove a large share of incentive for 
the insured institution to police the loan proceeds properly ? 

Answer. It has been the position of the FHA in the past that allowing insured 
institutions to rely on statements of borrowers in their credit application did not 
sufficiently increase the danger of misuse of proceeds to justify the expense of 
requiring actual inspections and checks in all cases. This question is now being 
carefully reviewed. 

Question 60. The same regulation VII requires the insured to report promptly 
to the FHA Commissioner any such instances. How meny were reported to 
FHA? 

Answer. The regulation Which specifically requires a report to the FHA is regu- 
lation VI, section 2. We have not maintained in the past a separate numerical 
report of complaints originating in this fashion. Such reports when received were 
handled in the same manner as reports received from other sources. 

Question 61. Regulation VII under title I requires loan proceeds to be used 
only to fmance alterations, repairs, and improvements begun in reliance on credit 
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facilities provided by title I. What measures does FHA take to enforce that 
part of the regulation? 

Answer. Enforcement of this requirement is obtained in two ways. Financial 
representatives of the FHA making service calls and surveys of lending institu- 
tions make spot checks of the lender’s loan files noting violations of this require- 
ment as well as others and when claims are audited the application for credit to 
the lending institution must be submitted to FHA for examination. This and 
other papers in the lender's claim file indicate whether or not the application for 
credit preceded the making of improvements cited. If evidence is negative, 
payment o: claim is refused. 

Question 62. Regulation VII allows loan proceeds to be used to pay architects 
and engineers services connected with eligible improvements. What measures 
has FHA taken to prevent abuse of this use of loan proceeds? 

Answer. This provision of the regulations was first adopted when the act 
authorized insurance of loans for as much as $50,000. It has no practical im- 
portance at the present time, and since no complaints have been received indi- 
eating abuse of this provision, no preventive measures have been taken. However, 
further consideration will be given the matter. 

Question 63. Regulation VII allows an insured institution acting in good faith, 
unless it has contrary information, to rely upon factual statements of the 
borrower in the credit application in determining eligibility of the improvements 
for insurance. Doesn’t this remove incentive for the institution to check into 
actual eligibility of the improvements? 
wer Our answer to this question is the same answer as our answer to 
No. 59. 

Question 64. Regulation XI requires a warranty that the note qualifies for 
insurance on assignment to the Federal Government when a claim is filed. Isn’t 
this inconsistent with regulation VII? 

Answer. No. Regulation VII permits the insured to rely on the statements 
of the borrower in his credit application. This is a part of the insurance con- 
tract and, if the insured has so relied on the credit application and has been 
deceived, it is nevertheless entitled to payment of the insurance claim. 

Question 65. Regulation X (10) requires loans to be reported to FHA within 
31 days after the date of the note evidencing the loan or the date of its purchase. 
What later reports are made to FHA on such loans? 

Answer. No further reports are required under normal operations and the loan 
may be paid in full without this office hearing of it again. However, we request 
annually by “Call report” a report of all loans outstanding as of March 31 each 
year and of the number of loans delinquent 90 days or more with the correspond- 
ing dollar amount. There also come to the FHA requests for extending the 
claim-filing period on delinquent accounts, and repo.ts of new notes taken to 
refinance outstanding obligations. In addition, with continued default, a claim 
for loss is submitted with which lender’s complete loan file is forwarded. 

Question 66. Is it fair to say that FHA relies heavily on the insured financial 
institutions to see to it that the section 2 home repair insurance program is 
properly administered, instead of performing that task itself? 

Answer. In answer to this question, the policy of FHA in the past has been as 
stated in the following quotation from the explanatory text of the regulations: 

“The title I program provides an instrument by which financial institutions, 
the building and allied industries, and the Federal Government combine to assist 
borrowers to make eligible improvements to their property. The operation of 
the title I program is based on the good faith of all concerned—the good faith 
on the part of the individual borrower who applies for and receives a loan, the 
good faith of the dealer or contractor in carrying out the terms of his contract 
and rendering proper service to the customer, the good faith of financial insti- 
tutions in acquiring and servicing title I loans, and the good faith of the Federal 
Housing Administration in carrying out its obligations and responsibilities. 
While certain regulatory measures are necessary to effectuate mutual objectives, 
a large responsibility is placed upon participating lending institutions for the 
exercise of sound discretion and prudent practices in carrying out the program.” 

The continuation of this policy is receiving our consideration. 

Question 67. Obviously FHA has recognized in its administrative policy and 
regulations under title I some of the dangers of abuse of the home repair insur- 
ance program. What has it done to prevent the abuses it so recognized? 

Answer. Attached is a copy of a memorandum dated April 16, 1954, setting 
forth the measures taken to eliminate the irregularities that have occurred in 
the title I repair and improvement program. 
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Question 68. Have FHA or HHFA made any requests for changes in this 
legislation to prevent abuses? 

Answer. Please refer to letter of transmittal. 

Question 69. What suggestions do you have for improving the legislation gov- 
erning the home repair insurance program? 

Answer. Please refer to letter of transmittal. 

Question 70. Should the insured lending institution be required to assume a 
greater share of the loan risk? 

Answer. Please refer to letter of transmittal. 

Question 71. What prompted issuance of the warning letter to all qualified 
title I lending institutions on July 15, 1953, to consider carefully approval of 
dealers and cautioning against the hiring of itinerant salesmen? 

Answer. The letter of July 15, 1953 (TI-99), addressed to all qualified title I 
lending institutions on the subject of appreval of title I dealers, was prompted 
by the following developments : 

1. As the volume of home modernization business increased during the first 
6 months of 1953, many newly formed dealer companies entered the title I pic- 
ture, some of them handling new and relatively untested products. One pu 
of the letter was to emphasize the necessity for thorough investigation of such 
dealers and their products by the insured lenders prior to approving them for 
title I financing. 

2. Another motivation for the letter was the fact that our surveys of lending 
operations disclosed considerable variance among qualified title I lending insti- 
tutions in their dealer approval procedures. Although the title I regulations 
clearly set forth the responsibility of the insured lender to establish that the 
dealer was reliable, financially responsible, and qualified to perform satisfactory 
work, we felt that the letter would be helpful in pointing out specific niethods 
for meeting this responsibility. 

Question 72. The Dealer’s Guide issued by FHA on page 9 says the FHA holds 
the dealer responsible for his salesmen’s acts. What measures does FHA take 
to do so? 

Answer. When irregular acts of salesmen are called to the attention of FHA, 
it has been the policy of the Administration to insist that the employer (the 
approved dealer) make such adjustments or take such corrective action as may 
be called for by the circumstances. If the dealer refuses to recognize his respon- 
sibility for the acts of his employees, precautionary measures are instituted. 

Question 73. The Dealer’s Guide also says on page 9 that FHA will employ 
appropriate measures to eliminate abuses by dealers. What measures has FHA 
adopted for that purpose? In how many cases has it used these measures? 

Answer. Where dealer abuses have come to the attention of FHA, the provi- 
sions of regulation VIII, section 2, have been invoked and, when the facts war- 
rant, the case has been referred to the Department of Justice for appropriate 
action. A total of 1,378 individuals and companies were made the subject of 
precautionary measures in the past 3 years. 


({P. 25, question 67] 
Aprit 16, 1954. 
To: Mr. Norman P. Mason, Acting Commissioner. 
From: Arthur J. Frentz. 


Pursuant to our discussion yesterday, I am attaching a statement setting 
forth the measures that we have instituted to minimize, and to a great extent 
eliminate, dealer and salesmen abuse and irregularities that occurred in the 
past in the handling of title I loans by local banks, savings and loan asso 
ciations, mortgage companies and finance companies. 


ArTHurR J. FrRENtTz, 
Assistant Commissioner. 





MEASURES TAKEN TO ELIMINATE IRREGULARITIES THAT Have OCCURRED IN THE 
Home REPAIR AND IMPROVEMENT PROGRAM UNpDerR TiTLe I oF THE NATIONAL 
HovusiIne Act 


The insurance of repair and improvement loans under the provisions of title 
I of the National Housing Act is a mass volume operation. Last year approxi- 
mately 2 million repair loans averaging $500 each were reported to the Federal 
Housing Administration for insurance by approximately 8,000 active lending 
institutions and their branches. 

By its very nature, the title I program has over the past 20 years been one 
of good faith. Good faith upon the part of the dealer or contractor performing 
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the work, the homeowner who contracts for the improvement, the lending in- 
stitution that advances the credit and the FHA which insures the lending institu- 
tion. In this chain of human relations involving currently an estimated two 
and one-half million or more individuals throughout the country, the task is to 
eliminate acts of misjudgment, irregularities, abuse, deceit, and fraud, and still 
have a type of operation that will serve properly and expeditiously the needs 
and requirements of the deserving home owner. 

The problem of dealer and salesmen abuse has long been recognized and the 
administration has conducted a constant and unrelenting drive against irregu- 
larities of any nature. 

Regulation VIII of the title I regulations is a product of this problem and 
from time to time has been amended and strengthened as conditions dictated. 
The general policy pertaining to dealer relationship expressed in the explanatory 
text preceding the regulations and in a series of form letters to the industry, 
further amplifies the goal desired by the regulations. 

Since 1950 the yearly volume of title I loans has practically doubled from 
over $690 million to over $1% billion. This rapid expansion taxed every facility 
in the process of selling, installing, financing, and insuring. As abuses and ir- 
regularities occurred, steps were taken to control the situation. The more 
recent measures starting in the middle of 1953 are as follows: 

1, Title I Advisory Committee to the Commissioner.—This committee was 
formed to meet with the FHA to advise on current operating problems with 
particular emphasis on dealer operations. The first meeting of this group con- 
sisting of seven of the country’s leading consumer credit bankers.was on June 
22, 1953. 

2. Letter to all qualified title I lending institutions (TI-99) dated July 15, 
1953, reviewed the standards for investigating and approving dealers and re- 
peated the warning that it is the lender’s responsibility to do business only with 
reliable dealers and in the absense of the proper dealer file showing their ap- 
proval of such dealer, the loans purchased will not be considered as meeting the 
requirements of the insurance contract. (Exhibit A.) 

8. Letter to directors of all field offices directed the FHA field staff to niake 
effective the policy set forth in the above letter to lending institutions (TIF-101. 
dated July 16, 1953). (Exhibit B.) 

4. Amendments to the regulations.—On July 31, 1953, the advisory committee 
was presented with certain proposals to amend the regulations. We stated, 
“The problem is one that no longer can be answered by an attempt to seek 
voluntary cooperation or by correcting individual situations when they arise. 
Instead, it resolves itself to instituting regulations that will govern the operation 
of all participants equally.” Following a second meeting with the committee 
and discussions with representatives of industry, the regulations were amended 
on October 28, 1953, as follows and announced in a letter of instructions to all 
lending institutions. (Exhibit C.) 

(a) Dealer application : This is a new form required of all new dealers showing 
their names, addresses, principals, references, past history, sales methods, and 
financial history. It is required that the dealer certify that he will be fully 
responsible for the title I activity of all sales personnel, that ethical and proper 
selling practices will be followed, and that immediate attention will be given 
to all complaints. (Exhibit D.) 

(b) Lending institution’s approval: In approving the dealer, the lending 
institution must make an affirmative statement that the dealer has been in- 
vestigated and is considered reliable, financially responsible and qualified to 
perform satisfactorily the work to be financed and to extend proper service to 
the customer. (Exhibit D—Reverse.) 

(c) Dealer record: By regulation it is now required that the lending institu- 
tion maintain a record of the loan experience with each dealer. Such a record 
will reflect, at least, the volume of loans purchased, claims filed and borrower 
complaints or irregularities. 

(d) A revised and strengthened completion certificate : 

(1) The dealer certificate was amended to outlaw cash payments or bonuses 
of any kind as an inducement for the purchase and require that all bills for 
labor and materials have been or will be paid. A total of eight separate war- 
ranties are set forth and the dealer must certify that if any of the representa- 
tions prove incorrect, he will promptly repurchase the note. This assumption 
of liability in event of abuse or irregularity is extremely effective. 

(2) The borrower's eertificate was likewise amended to include a certification 
that no cash payment or rebate or cash bonus was received as an inducement 
for the purchase. (Exhibit E.) 
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(e) Advance notice to the borrower : This is a new requirement and is for the 
purpose of bringing about a closer relationship between the insured institution 
and the homeowner. This advance notice to the borrower 6 days prior to dis- 
bursement of the proceeds of the note to the dealer provides a cooling-off period, 
during which time the homeowner has an opportunity to register with the lender 
any disagreement with the proposed transaction. (BDxhibit F.) 

5. Letter to the field office directors over the signature of the Commissioner 
asking that prompt corrective action be taken when any type of irregularities 
are brought to their attention. (Exhibit G.) 

6. Letter to all qualified title I lending institutions calling their attention to 
the requirement of the regulation that any irregularity must be reported imme- 
diately to the Commissioner. (Exhibit H.) 

7. Letter to all field office directors asking that they cooperate fully with the 
local better business bureaus and similar organizations to further stamp out 
unethical practices. (Exhibit I.) 

8. In addition to the above external operating measures, the following internal 
steps were taken which represented the maximum increase of facilities possible 
within budgetary limitations for the fiscal year beginning July 1, 1953. 

(a) The staff of the Investigation Section of the Legal Division was increased 
from 5 to 8 to investigate alleged irregularities and prepare such cases for 
submission to the Department of Justice for legal action. 

(b) The number of financial representatives was increased from 3 to 5 and 
were instructed to concentrate their activity on strengthening the dealer policy 
of local lending institutions. 

(ec) The institution of restrictive measures against dealers abusing the title 
I financing privilege was accelerated and was applied to 493 companies and indi- 
viduals in 1953. In the past 3 years the total numbered 1,378. The institution 
of restrictive measures has the practical effect of causing lending institutions 
to refrain from further financing of such operations. 

(d) Finally, the entire activity was knitted into an effective program through 
the medium of daily correspondence, personal contact with individual institutions 
in the field as well as those visiting Washington, and meetings with trade asso- 
ciations and with title I lending groups. 


Exursit A 
FEDERAL Hovustne ADMINISTRATION 


Washington 25, D. C. 


July 15, 1953 
(TI-99) 
To: All qualified Tifle I lending institutions. 
Subject : Approval of Title I dealers (Regulation VIII). 


In view of the increasing activity of dealers in the origination of business 
being reported for insurance under Title I, it is appropriate that insured institu- 
tions review their standards for investigating and approving dealers. 

Regulation VIII, Section 1 (a), provides that the insured institution’s dealer 
file must contain its signed and dated approval and be supported by information 
that the dealer is: (1) Reliable; (2) financially responsible; (3) qualified to 
perform satisfactorily the work to be financed; and (4) equipped to extend 
proper service to the customer. The absence of such a file containing the insured 
institution’s signed and dated approval of the dealer is a violation of this regula- 
tion and loans purchased from such dealers do not meet the requirements of the 
insurance contract. Where claim for reimbursement is shown to have resulted 
from default occasioned by fraud or faulty performance on the part of the dealer, 
the insured may be called upon to furnish the Commissioner with the file con- 
taining its approval of the dealer. 

Investigation and approval of dealers should not be considered in a cursory 
manner. The role of the dealer is one of great importance as he or his salesmen, 
in effect, represent the insured institution when discussing the terms of financing 
with the homeowner and when obtaining the execution of the loan documents. 
Thus the dealer should not be a stranger to the insured but the latter should have 
full knowledge of the principals, the salesmen, and their method of operation. 

The requirements of Regulation VIII constitute the basic pattern for dealer 
approval and only a thorough investigation will develop sufficient information to 
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enable the insured institution to make a sound and proper decision. It is con- 
trary to the policy of the Federal Housing Commissioner to permit lending insti- 
tutions to use the insurance coverage provided by the National Housing Act for 
the purpose of testing the dependability of dealers with whom they have had no 
previous experience and with respect to whom they do not have adequate and 
reliable information. 

In order to establish compliance with Regulation VIII, the insured institution 
must ascertain that: 


1. The dealer is reliable 


If the insured institution has no knowledge of the reliability of the dealer, a 
thorough check should be made to assure that the dealer is honest, trustworthy, 
and can be relied upon to fulfill the contracts he enters into with his customers. 
Such information may include the experience of the local FHA office, experience 
of other lending institutions, the Better Business Bureaus or similar agencies, 
and, should the situation demand, the experience of previous customers. 


2. The dealer is financially responsible 


Information in possession of the insured institution should clearly indicate 
that the dealer has a reputation of paying his bills promptly and has the financial 
strength to operate his business properly. It is a sound practice to obtain from 
the dealer his current balance sheet and profit-and-loss statement which in turn 
may be supported by a commercial credit report. Periodically, this financial in- 
formation should be brought current and the dealer’s financial soundness re- 
viewed in the light of current operations. 


8. The dealer is qualified to perform satisfactorily the work to be financed and 
is equipped to extend proper service to the customer 

The requirements of the specific case will dictate the information necessary to 
ascertain that the dealer is experienced in the business he is conducting and has 
the labor and equipment to perform the work and extend proper service to the 
customer. In the absence of personal knowledge of the dealer, it is recommended 
that a representative of the institution call upon the dealer at his place of busi- 
ness and prepare a report clearly showing that the dealer possesses the required . 
qualifications. 

While the foregoing constitute a guide that may be followed in approving 
dealers, it is equally important that the following aspects of a dealer operation 
be considered : 

1. Salesmen.—Dealers should be cautioned as to hiring itinerant salesmen, 
those whose identity cannot be verified, and individuals whose Title I activities 
are subject to the provisions of Regulation VIII, Section 2. It is recommended 
that frequent meetings be held with salesmen and supervisory personnel to make 
certain that they are properly instructed as to the insured’s credit and general 
lending policies, as well as the spirit and letter of the Title I Regulations. 

2. Improvements to be financed.—The dealer file should contain information 
showing the type of work done, the kind of materials used, the manner of installa- 
tion and the price range. This may be supplemented by descriptive literature 
used by the dealer in the promotion of his business and such other informational 
material as may be available. Title I loans should not be used to finance prod- 
ucts of doubtful merit or those being sold at an inflated sales price. 

8. The dealer’s record.—As a basis for determining whether continued dealer 
approval is warranted, sound lending requires establishing a control record. It 
is well to know the number and dollar amount of loans purchased and rejected 
and to know the loans that have terminated in claims and the reason therefor. 
There should also be a record of service complaints and irregularities and their 
ultimate disposition. 

It is essential that the officers and employees of the insured institution who 
are responsible for handling Title I loans thoroughly understand and carry out 
the provisions of Regulation VIII in purchasing dealer-originated loans. We 
urge that operating personnel not only be guided by the contents of this letter but 
also study the material appearing in the administrative text of the Title I Regu- 
lations booklet appearing under the heading “Dealer Relationship.” 

Very truly yours, 
ArtTuour J. FRENTz, 
Assistant Commissioner. 
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Exuisit B 
FepERAL Housing ADMINISTBATION 


Washington 25, D. C. 
July 16, 1953 
(TIF-101) 
To: Directors of all field offices. 
Subject: Approval of Title I Dealers (Regulation VIII). 


The attached letter (TI-99) to all title I qualified lending institutions empha- 
sizes the requirements of regulation VIII as it pertains to approval of dealers 
operating under the title I program. 

Particular attention is directed to the fact that loans purchased from dealers 
who have not been properly approved by the lending institution do not meet the 
requirements of the above regulation. 

If a lending institution in the opinion of the Director does not observe accept- 
able standards in approving dealers and continues to disregard the Director’s 
advice after attention is called to the shortcoming, a recommendation should 
be submitted to this office as to continuation of the institution’s contract of 
insurance. 

It is the objective of the Administration to eliminate irregular dealers and 
salesmen from the title I program. All directors and members of their staffs are 
asked to work with the lending institutions in their jurisdictions in making 
effective the policy set forth in this letter 

Very truly yours, 
ARTHUR J. FREN:.«, 
Assistant Commissioner. 
Exursit C 


FreperAL Housing ADMINISTRATION 


Washington 25, D. C. 

October 28, 1953 
(TI-101) 

To: All qualified title I lending institutions. 
Subject: Amendments to part I of the title I regulations; amendment to regula- 
tion III, section 3; amendment to regulation VIII, sections 1 (a), 1 (b), 
1 (e), and section 3; amendment to regulation XI, section 2, section 3, and 

section 5 (d) (3). 

The home-improvement program under title I of the National Housing Act was 
instituted with the primary objective of assisting homeowners in maintaining 
better housing standards. Full attainment of this objective has been made diffi- 
cult because of the activities of a relatively few unscrupulous dealers and sales- 
men who have taken advantage of the basic good-faith concept on which the 
program is founded to victimize property owners through unethical business 
practices. 

The Administration has vigorously opposed such practices and has adopted 
a number of procedural steps designed to eliminate the unethical operator from 
the home-improvement field. With the tremendous increase in title I volume 
in recent years, however, reports of irregular dealer activities have continued to 
come to our attention. 

In order to provide the homeowner with further protection against such 
abuses, Commissioner Guy T. O. Hollyday has amended today part I of the 
title I regulations. A copy of the new amendments is attached and there follows 
a summary of the changes with pertinent comment. 


Dealer application, form FH-13—Regulation VIII, section 1 (a) 

Effective December 1, 1953, it will be required that the approval of the dealer 
by the insured be evidenced by an application signed and dated by the dealer 
on a form approved by the Commissioner. It is further required that the signed 
and dated approval by the insured be on a form approved by the Commissioner. 
These required forms have been consolidated into the attached form FH-13 
supplied by this Administration. Approval to reproduce these two forms, jointly 
or separately, is hereby given provided there is no omission of any of the contents. 
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It is not required that the prescribed application be obtained from dealers 
previously approved by the insured and to whom the insured has disbursed loans 
during the 12-month period prior to December 1, 1953. 

The items of information on the dealer application form are considered to be 
minimum and it is urged that lenders obtain such additional data as may be 
warranted under the circumstances of the individual case. It frequently may be 
desirable to have a dealer furnish the names and addresses of all sales personnel 
presently employed in order that the antecedents and other background infor- 
mation on these individuals may be obtained 

The amendment now makes it mandatory that the insured maintain a record 
of its experience with the loans originated henceforth by all of its approved 
dealers. Such record should reflect at least the volume of loans purchased, 
claims filed, and borrower complaints received or irregularities discovered. 

Lending institutions are urged to review the subject of dealer approval ‘dis- 
cussed in the explanatory text in the printed regulations booklet and also review 
our letter of July 15, 1953 (TI-99), on the same subject. 

Failure on the part of the insured institution to have ir its file the signed 
and dated application of the dealer together with supporting information and 
the insured’s signed and dated approval shall be considered a violation of the 
regulations and loans purchased from such dealer will be considered as failing 
to meet the requirements of the insurance contract. 


Borrower-dealer completion certificate—Regulation VIII, section 1 (b) 


This amendment stipulates that loans originated under the inducement of a 
bonus promise or a cash payment will not be accepted for insurance if the in- 
sured institution has knowledge of such practices. The completion certificate, 
form FH-2 (copy attached), has been revised so that both the borrower and 
the dealer must certify that no bonus or cash payment was given or promised in 
connection with the transaction. The insured may rely upon the statements 
of the borrower and the dealer in their completion certificate in the absence of 
information to the contrary. 

The completion certificate has been further revised so that the borrower 
makes an affirmative statement that he understands that the selection of the 
dealer and acceptance of the materials and workmanship are his responsibility 
rather than that of the lending institution or the Federal Housing Administra- 
tion. In the dealer's portion of the certificate there has been added a statement 
that all bills for labor and material have been or will be paid and further, an 
agreement by the dealer to repurchase the note if any of his representations 
made on the certificate are found to be incorrect 

Pxisting stocks of completion certificates may be used until exhausted but in 
no event after January 1, 1954. In accepting the old completion certificate 
forms lending institutions should be alert for any evidence of bonus sales prac- 
tices or promises of cash payment. It is well to caution all dealers against the 
use of such sales methods in connection with title I transactions. 

The new form of completion certificate may be reproduced provided the mini- 
mum size is 8 by 7 inches and there is no deviation as to content or format. 


Advance notice to the borrower—Regulation VIII, seetion 1 (e) 


This subsection is new and requires the insured institution to deliver a 
notice to the borrower of the ‘approval of his credit application. This notice 
must be delivered to the borrower at least 6 calendar days prior to the disburs- 
ing the note proceeds to the dealer. For example, if the advance notice is mailed 
on the 1st day of the month, disbursement shall not be made until the 7th 
day of the month or thereafter. 

It is not required that the borrower acknowledge receipt of the notice. How- 
ever, the insured must have a record of having mailed or delivered such notice. 
An acceptable record of delivery would be a dated carbon copy of the notice 
or a dated entry in the borrower's loan file. 

The purpose of the advance notice is to bring about a closer relationship 
between the insured institution and the homeowner and to make certain that 
the homeowner understands the basic terms of the transaction. 

This form will not be supplied by the Administration as it is believed that 
institutions should issue the notice on their own stationery. As the Regulations 
require such notice on a form approved by the Commissioner, this letter shall be 
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considered as official approval of any notice that contains in its text the fol- 
lowing minimum data: 


[Letterhead of institution] 


ADVANCE Norice To APPLICANT FoR FHA TritTie I Loan 


saapneecennptedeiinsteaat hit Rtecitamaiitieseel Date 2c 5. see. 
(Borrower's name) 
eo) | a fr 
We have approved your FHA application for credit in the net amount of 
sea I ieee ah een months under title I of the National Housing 


Act as presented to us by ....--.--- ast ee 
er) 

Please notify us immediately if you have any questions regarding the trans- 

action. 
(Name of institution) 

Lenders are encouraged to add this notice any additional material that may 
be helpful to the homeowner in fully understanding the transaction. Notices 
already in use by some lenders indicate the gross amount of the loan, the 
amount of the monthly payment and the finance charge. Frequently, a warning 
is expressed against bonus selling and the borrower is cautioned that the com- 
pletion certificate should not be signed until he is satisfied as to the completion 
of the job. 


Direct loans—Regulation VIII, section 3 


This section stipulates that the provisions of section 1 and section 2 shall 
not apply to those loans where the proceeds are delivered directly to the 
borrower. However, if the dealer participates in the disbursement in any manner, 
such as having the proceeds check (although made payable to the borrower) 
delivered to the dealer by the insured institution, or if the dealer accompanies 
the borrower to the institution on the occasion of disbursement for the obvious 
purpose of receiving the proceeds, then the provisions of section 1 and section 2 
must be followed. Insured institutions should be on the alert to see that the 
protective measures prescribed for use in connection with dealer originated 
loans are not avoided by any subterfuge. 


Claim after default—Regulation XI, section 2 


There has been some question as to how soon a claim for reimbursement for 
loss may be submitted to the Administration in view of the parenthetical clause 
in regulation XI, section 2 indicating that default was the earliest installment 
for which full payment has not been received. The amended regulation removes 
this restriction so that claim may be made any time after default in any pro- 
vision of the note provided demand has been made on the debtor for the full 
unpaid balance. 


Mazrimum claim period—Regulation XI, section 3 


The word “section” is substituted for the word “regulation” to avoid any 
misunderstanding as to the maximum claim period prescribed by this section. 


Claim amount, attorney fees—Regulation XI, section 5 (d) (8) 


This amendment now provides additional reimbursement to the insured for 
obtaining judgment in instances where the action is contested. The insured may 
claim $50 plus 5 percent of the balance due on the note if judgment is recovered 
in a contested action. This is in addition to the $25 (or 15 percent of the balance 
due) permitted by section 5 (d) (2). 


Eligible notes, payments—Regulation III, section 3 


The amendment to regulation III, section 3, now permits an adjustment of 
either the first installment or the final installment provided such payment is not 
less than one-half or more than one and one-half times the amount of regular 
installments. 

A sppply' of the new forms (dealer application, form FH-13 and completion 
certificate, form FH-2) are now being shipped to the FHA field offices and 
lending institutions may obtain a working quantity within the next few days. 
Lenders are requested to cooperate by deferring their requisitions for a bulk 
shipment until after the initial distribution has been effected. 








the 
pro 





fol- 


t of 
sing 


Aans- 


may 


the 
ning 
om- 
tion 


hall 
the 
ner, 
er) 
nies 
ous 
mn 2 
the 
ted 


for 
use 
ent 
ves 
ro- 
full 





eee ieee od 


HOUSING ACT OF 1954 1899 


Misrepresentations and sales irregularities have no part in the title I program. 
We believe that the steps now being taken, coupled with the united effort of 
the lending institutions and responsible dealers throughout the country will 
provide a sound operation for the benefit of the entire community. 

Very truly yours, 
ArTEUR J. FRENTZ, 
Assistant Commissioner. 


AMENDMENT TO PART I OF THE REGULATIONS OF THE FEDERAL Houstne ComMis- 
SIONER GOVERNING PROPERTY IMPROVEMENT LOANS EFFECTIVE JULY 1, 1947 


Part I of the Regulations of the Federal Housing Commissioner Governing 
Property Improvement Loans, effective July 1, 1947; as amended, is further 
amended as hereinafter provided. 

The second sentence of regulation III, section 3, is hereby amended to read as 
follows: 

“The first installment or the final installment may be more or less than the 
other installments provided that it is not less than one-helf or more than one and 
one-half times the amount of a regular installment.” 

Regulation VIII is hereby amended, effective December 1, 1953, to read as 
follows : 

“1. Disbursement.—Before disbursing the proceeds of a loan, the insured shall: 

“(a) Dealer approval.—Have approved the dealer after such investigation as 
the insured considers necessary to establish to its satisfaction that the dealer is 
reliable, financially responsible, and qualified to perform satisfactorily the work 
to be financed and to extend proper service to the customer. This approval shall 
be evidenced by an application signed and dated by the dealer and signed and 
dated by the insured on forms approved by the Commissioner. The dealer appli- 
cation, the approval by the insured, together with supporting information and a 
record of the insured’s experience with the loans originated by such dealer shall 
be in the insured’s file. New dealer applications and dealer approvals need not 
be executed in connection with dealers who have been approved and to whom the 
insured has disbursed loans during the 12-month period prior to December 1, 
1953, For the purpose of this regulation the term ‘dealer’ means the one who 
executed the dealer’s completion certificate. 

“(b) Completion certificates.—Obtain a completion certificate signed by the 

borrower and a completion certificate signed by the dealer on forms approved by 

the Commissioner. An insured shall not disburse the proceeds of a loan, if, as 

an inducement for the consummation of the transaction, the borrower has been 

given or promised a cash payment or rebate or it has been represented to the 

borrower that he will receive a cash bonus or commissions on future sales. In 

the absence of information to the contrary, the insured may rely upon the dealer’s 

statement in his completion certificate as to such bonus selling. If there are 2 

or more eligible borrowers involved in a transaction, only 1 signature is required 
on the borrower’s certificate. 

“(c) Authorization to pay loan proceeds.—No change. 

“(d) Descriptions of improvement +.—No change. 

“(e) Advance notice to applicant.—Mail to the borrower or personally deliver 
to the borrower written notice of approval of the application for credit on a 
form approved by the Commissioner. Such notice shall be directed to the bor- 
rower prior to disbursement of the loan and in no event less than 6 calendar days 
prior to such disbursement. A record of such notice showing the date of mailing 
or delivery to the borrower shall be in the loan file. 

“2. Precautionary measures.—No change. 

“3. Raceptions.—The provisions of sections 1 and 2 of this regulation shall not 
apply to loans made directly to the borrower or borrowers where the proceeds 
are delivered directly to such borrower or borrowers without the intervention or 
participation of the dealer or other intermediary in any manner in such 
disbursement.” 

Regulation XI, section 2, is amended to read as follows: 

“2. Claim after default.—Claim may be made after default provided demand 
has been made upon the debtor for the full unpaid balance of the note.” 

Regulation XI, section 3, is amended to read asfollows: 

“2. Mavimum claim period.—For the purpose of determining when a claim must 
be filed under the provisions of this section, any payments received on an account, 
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including payments on a judgment predicated thereon, shall be applied to the 
earliest unpaid installment, and in the case of : 


“(a) Yearly installment notes.—No change. 

“(b) All other installment notes.—No change. 

“(c) Military service cases.—No change. 

Regulation XI, subsection 5 (d), is hereby amended effective as to claims 
certified for payment on or after December 1, 1953, to read as follows: 

“(d) Attorney’s fees actually paid not exceeding: 

“(1) No change. 

“(2) No change. 

“(3) Fifty dollars plus 5 percent of the balance due on the note as an additional 
fee where the action is contested and judgment is obtained.” 

Issued at Washington, D. C., October 28, 1953 


Guy T. O. Hottypay, 
Federal Housing Commissioner. 
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(EXHIBIT D) 
ve-13 FHA TITLE I DEALER APPLICATION = Fors spproved 


Budget Bureew No. 63-Re44 


(Insured Insti tution) (Date) 


The following information is furnished for the purpose of inducing you to approve my (our) applice- 
tion as « dealer, pursuant to the provisions of Regulation VIII, Section 1(a) issued by the Federal Housing 
Commissioner under the authority contained in Title I of the National Housing Act. 









































Oe eee inden eeniiendheihies e viaidibeittataienen, 
add eceegrepnpiaeyemeennemt a F t 
nr (8treet) (City) (Zone) (State) rls <° = 
Previous Address eovidpneagtiatiaiiemainiiiumnts sahara ve For _...._.. years 
(Street) (City) (State) 
Tt 7 ie Se Eee - ida Saki Date Established 
(General contracting, lumber yard, heating, etc.) 
OWNERSEIP: OC\Bele Owner C)Partnership OC\Corporation 
PRINCIPALS: , sieritaainiiiiteneease ip Need giticisrenitiaiaa ida neat Ri aiaceainiitetiiadin 
(Name) (Title) (Home Address) 
Z (Name) (Title) » (Home Address) 
(Name) a, (Title) . “(Home Address) 
TRADE REFERENCES: (Name suppliers of major products financed under Title I FHA) 
Rane Address 
BANK OF DEPOSIT __ 3 = ane 
HAVE DISCOUNTED PAPER WITH: 
Cen ee EEE EEE ee eee 
(Name) (Address) (year) (year) 
cencsceatesiehiensiiaieneayttaaignaniasamagiatastiits <ecinatichitinasientigiatidialapaliiiisi names iintininanensmaecanipininaniensts POG cece Wi eee 
(Name) (Address) (year) (year) 


If paper to be financed represents the sale of a specialty product, indicate trade name and manufacturer 





(Attach descriptive literature and price list) 


ee ee ee 


Address of Branches 


Describe any guaranty given buyers 








Financial statement as of _.__._.......#§#§__ is attached. 
(Date) 


I (we) understand that I (we) are fully responsible for the Title I activity of all sales personnel, 
that ethical and proper selling practices will be followed, and that immediate attention will be given to 
all complaints involving materials, workmanship or sales representations. 

I (we) certify that the statements are true. I (we) understand this application shall remain the prop- 
erty of the financial institution to which it is submitted and, if requested, « copy may be furnished to 
the Federal Housing Administration. 

Fire 


a setidhciniemetareensiieas initia eieenesicamgiiiieilaalt 
ae lh iliata a con cca 


WARNING: Any person who knowingly makes « false statement or « misrepresentation in this certificate shall | 
be subject to a fine of not more than $5,000 or to imprisonment for not more than 2 years, o@ both, 


under provisions of the United States Criminal Code. sellhlbiatlnac 
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THIS SPACE FOR USE OF DEALER IN SUPPLYING ADDITIONAL INFORMATION 


















































(Revised Octe 
Sac tsinigbettthateatetivenitahlt caeneemeusiiitinieanimeinttnee, 
ata iitdinn-wesscnniedasilianeewesssiesbincestatsiiieliinaNiieieilai iM To: .------- 
i core Sade es acai a Siecle? ait 1g ncaa In ace 
fre provisions 
ce A mee . itt pees sates ie ae CHECK HE 
[]1 we 
on pre 
ate ~~ = 7 Mes -cpeeineststenenantaieieeeneeses 
CHECK HE 
CJr ow 
1 (We 
i 7 ise that I (w 
ection. 1 
my (our) 
sndiininiiamnatiias a oR Ee nspects t 
" anes Te Oe errr NOTK 
ete en ee seennan eennnnemneinbiaiGeb eevee seraaaaeet ial ioe 2 Oy To 
BORRO' 
———— 
ners teneesssesheamnlneissassnesnsatesstaemmems eens: SuubmAEeniOsepeUGSARSENEgSteinEes For | 
certifies 4 
(1) | 
Seen — LLL LO LL LL TCTs or sales | 
reeme! 
eal to 
Se ree ET eee a this tran 
material 
cabinet ‘ a sees senses sessed tnsssenshsesese-eesnsssnstontenmntesansninieet ati bseeeeen- If a1 
institutic 
EE a ee ee ee ” ie Eh ee eee a a ce Date ..... 
~ h —ee  eererareerReREiEey WARN 
of not 1 
————LSKS sss 
THIS SPACE FOR USE OF INSURED INSTITUTION 
© Dealer given copy of Dealer Guide 
© Firm and all principals checked ageinst precautionary measures list 
C References checked 
© Credit report dated sath 
© Previous lenders checked 
C Place of business inspected by OR aos 
Remarks an lenaeeetinemenenits eee -<= 
a fe _ ibd tcttilinniticinstisei ila basil nee v 
The dealer whose application appears on the reverse hereof has been approved after such investiga- Act 
tion as we consider necessary to establish that the dealer is reliable, financially responsible and 
qualified to perform satisfactorily the work to be financed and to extend Proper service to the customer. I 
Dealer approved 195_ By: ausdininini seal Sieh act 
113786 BBPA-FRA-Wash., D. C. 
To 
Su 
wi 
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Reviaed October 1968) FHA TITLE I COMPLETION CERTIFICATE = S0a.tSiciw. o-nms. 


(WORK DONE OR MATERIALS DELIVERED) 





GOE ccenettbeteeetedetcenmantiingncaietssctndhilesneatstereoanincetgs ainsi tt aa Oe whnintigiininaimaniseentitibcettinags  ninicaalianaiaintavatiiiiee stitinnamennaegabie 


(Financia; institution) (Address) 

In accordance with my (our) Credit Application dated 222.0222. ccccnecenenneneenncene-nneeneeeeee-ssey f0F @ loan pursuant to the 
provisions of Title I of the National Housing Act: 

CHECK HERE IF LOAN IS TO PAY FOR COST OF MATERIALS AND INSTALLATION. 

Cr) I (We) hereby certify that all articles and materials have been furnished and installed and the work satisfactorily completed 
on premises indicated in my (our) Credit Application. 

CHECK HERE IF LOAN COVERS ONLY THE PURCHASE OF MATERIALS. 

C] I (We) hereby acknowledge receipt in satisfactory condition of the materials described in my (our) Credit Application. 

I (We) certify that I (we) have not been given or promised a cash payment or rebate nor has it been represented to me (us) 
that I (we) will receive a cash bonus or commission on future sales as an inducement for the consummation of this trans- 
action. I (we) understand that the selection of the dealer and the acceptance of the materials used and the work performed is 
my (our) responsibility and that neither the FHA nor the financial institution guarantees the material or workmanship or 
inspects the work performed. 

DO NOT SIGN this certificate until ycu ore 
NOTICE satisfied that the dealer has carried out his 


TO obligations to you and that the work or the Some, 
BORROWER materials have been satisfactoril B amas Rees See 


or delivered. Signature is warn BOR 


DO 








en Sa Teen ot inguin the paquaabah gerne 96 Che has end Ge tenelenns Goud ty ip FER Me aptecions 
ce and warran 

(1) The above work or materials constitute the entire consideration for which this loan is made. (2) A copy of the contract 
or eaien Canes Dae Date Goes t Sie Destin Gnd Ge enone Shands Reliee. (3) This contract contains the whole 
agreement with the borrower. (4 The pacuamer fas act been. seven op pesesieed 0.000 negenest t or rebate nor has it been repre- 
sented to the borrower that he will receive a cash bonus or commission on future sales as pet Dee mm fe 
this transaction. (5) The work has been satisfactoril completed or materials delivered. {6) The above certificate woe Oeste 
the borrower after such co eat or (D signatures hereon and on the note are genuine. (8) All bills for or 
materials have been or will 

If any of the above re; siiseadiin: edie benntenat tieeaeinantdetieaameantemensitic meseiiantaniinianiahetient 
institution or from the FHA aa the case may be. 





DR ig is 
SIGN HERE 


Date ..wcsssstnccctosceoesenngoostyopencapecastio DY ccceonsescsqneenscccsnsaqensesveazequsenseqenes: 





WARNING: Any person who knowingly makes a false statement or a a qe eee in this certificate shall be subject toa ~~ 


of not more than $5,000 or to imprisonment for not more than 2 years, or both, under provisions of the United States 


(©. 6. COVERNMERT PRINTING OFFICE W—t1390-8 





Exuisit F 
[Letterhead of institution] 


ApvVANcE Notice To APPLICANT For FHA Titre I Loan 


<a sa lisa niicencemcincicthitnciie BD siscseninhdisseitiliatiiatciisne 
(Borrower's name) 
ie rr a coe ee 
We have approved your FHA application for credit in the net amount of 
Sieve inipitnanovninsepemtiecy ND wichiniintatint months under title I of the National Housing 


(Dealer) 


Please notify us immediately if you have any questions regarding the trans- 
action. 


(Name of institution) 


ExHrit G 


DECEMBER 22, 1953. 

(TIF-108) 

To: Directors of all field offices. 
Subject: The director’s responsibility in the title I property improvement 

program. 

I recently signed certain amendments to the title I regulations, which I hope 
will be effective in eliminating abuses that have subjected the program to criti- 
cism in the past. To assure full attainment of our objective, it is necessary 
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that each director maintain close watch over title I operations in his area and 
that prompt corrective action be taken when any type of irregularities occur. 
Very truly yours, 
Guy T. O. Hottypay, Commissioner. 


Exuisit H 
DECEMBER 28, 1953. 
(TI-102) 
To: All qualified title I lending institutions. 
Subject: (1) Supplement to master list of dealers, (2) reporting dealer 
irregularity. 


Attached is a supplemental list of trade styles, dealers, and salesmen whose 
title I activities were made subject to the provisions of regulation VIII, section 
2, during the period from February 1, 1953, through November 80, 1953. This 
list should be incorporated with the master list dated January 31, 1953, for- 
warded you with our letter TI-96, dated March 2, 1953. 

In furthering our mutual effort to control those firms or individuals in the 
title I program who are unreliable or who have conducted their operations in 
an irregular manner, we request the cooperation of all participating institu- 
tions. Your attention is called to the requirement of regulation VI, section 2, 
of the governing title I regulations wherein it is stated: 

“If, after the loan is made, an insured who acted in good faith discovers any 
material misstatements or misuse of the proceeds of the loan by the borrower, 
dealer, or others, the eligibility of the note for insurance will not be affected. 
However, the insured shall promptly report such discovery to the Commissioner.” 

There have been a few cases coming to our attention where there have been 
material misstatements, misuse of the proceeds of the loan, or other irregu- 
larities in connection with the transaction and the insured failed to report 
such facts to the administration. 

Transactions of this type, particularly if attributable to the dealer or sales- 
man, shall be immediately reported in writing to your local FHA Director. 

In submitting such cases the institution’s report should include: 

(@) Name and address of the borrower, date of the note and face amount. 

(6b) Name and address of the dealer and salesman involved. 

(c) Date of the “loan report” submitted to FHA. 

(d@) Full details as to the irregularity, citing specific dates, places, and names 
supported by a report of your investigation. 

Very truly yours, 
ARTHUR J. FRENTz, 
Assistant Commissioner. 


Exursit I 


FeperaAL Housing ADMINISTRATION, 
Washington, D. C., January 13, 1954. 
(TIF-104) 
To: Directors of all field offices. 
Subject: Better business bureaus. 


As a further step in controlling the activity of unethical dealers and salesmen 
who may endeavor to operate in the title I program, we ask that each director 
establish a working relationship with the local better business bureaus and similar 
organizations operating in his jurisdiction. A-list of the cities in which better 
business bureaus are located is attached. 

In keeping with the directive of the Commissioner in his letter of December 22, 
1953 (TIF-103), we believe that close cooperation with your local better business 
bureaus will serve as one means of maintaining a close watch over title I opera- 
tions in your area. Experience has shown that homeowner complaints received 
by the local better business bureau may indicate a dealer operating warranting 
prompt action on the part of the local lending institution and by your office. 

It is particularly important that the local bureau fully understand the insur- 
ance function and operation of this Administration, as well as the lending respon- 
sibility of the insured institution. Review the pertinent regulations, explaining 
carefully the recent amendments and the measures the financial institution must 
follow in approving its dealers and in giving the homeowner an advance notice 
of the proposed transaction. 








deve 
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| and Should you have any questions concerning this matter or should any unusual 
ur. developments occur in your relationship with the local bureau, refer the matter 
to the Assistant Commissioner for title I with a copy to your regional director. 
er. Very truly yours, 
Water L. GREENE, 
Deputy Commissioner. 


53 Roster, ASsOcIATION OF Betrer Business Bureaus, Ino. 

102) Akron, Ohio Cleveland, Ohio Houston, Tex. 

Albuquerque, N. Mex. Columbus, Ohio Huntington, W. Va. 

Amarillo, Tex. Corpus Christi, Tex. Indianapolis, Ind. 

Atlanta, Ga. Dallas, Tex. Kansas City, Mo. 

Austin, Tex. Dayton, Ohio Lima, Ohio. 

yhose Bakersfield, Calif. Denver, Colo. Lincoln, Nebr. 

ction Baltimore, Md. Des Moines, lowa Long Beach, Calif. 
This Baton Rouge, La. Detroit, Mich. Los Angeles, Ualif. 
for- Binghamton, N. Y. Elkhart, Ind. Louisville, Ky. 

Boston, Mass. Fort Wayne, Ind. Marion, Ohio 

1 the Bridgeport, Conn. Fort Worth, Tex. Memphis, Tenn. 

as 1D Buffalo, N. Y. Fresno, Calif. Miami Beach, Fila. 

stitu- Charleston, W. Va. Grand Rapids, Mich. Milwaukee, Wis. 

on 2, Charlotte, N. C. Hamilton, Ohio Minneapolis, Minn. 

Chicago, Til. Hartford, Conn. New Orleans, La. 

| any Cincinnati, Ohio Honolulu, T. H. New York, N. Y. 

wer, 

cted. 

ner.” . . . . . . 
been (The following list of dealers subject to the provisions of regulation 


= | VIII, section 2, title I, were ordered inserted in the record ; see p. 1396 :) 
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LIST OF DEALERS 
SUBJECT TO THE PROVISIONS OF 
REGULATION Vill, SECTION 2 


(REVISED JANUARY 31, 1953) 


1953 
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ALABAMA ROOFING & INSULATION CO. 


ALABAMA ROOFING & SIDING CO. 
ALBERT, D. A. 

ALBERTS, JACK 

ALBESANE (ALBISANI), THEODORE 
ALBRIGHT, BERNARD D. 


ALLEN, W. P. 
ALLEN, W. P. HEATING SERVICE 


ALLIED COOLING & HEATING CORP. 
ALLIED DISTRI 


ALLISON, HARRIETT (MRS. LEWIS) 

ALLISON, LEWIS 

ALLRED, JOHN 

ALL STATE HEATING CO. 

ALLSTATE INSULATING CO. 

ALL VENT TITE ALUMINUM AWNINGS 
CORP. 

ALO TILE COMPANY 

ALTADONNA, ALFONSO 


1907 


ADDRESS DATE ISSUED 
A 
Evansville, Ind. 9-28-51 
Lynbrook, N. Y. 3-31-49 
St. Louis, Mo 3-26-48 
. Brooklyn, N. Y¥ 5-12-47 
Providence, R. I 6-1-50 
Buffalo, N. Y 9-17-48 
Des Moines, Iowa 12-13-39 
Culver City, Calif. 1-15-47 
St. Paul & Minneapolis, Minn. 1,-17-41 
St. Paul & Minneapolis, Minn. 11-17-41 
Culver City, Calif. 1-15-47 
Pittsburgh, Pa. 11-5-48 
Inglewood, Calif. 3-25-49 
Inglewood, Calif. 3-25-49 
Muncie, Ind. 3-28-52 
Chicago, 111. 1-6-49 
Atlanta, Ga. 1-17-41 
Philadelphia, Pa. 3-29-49 
Dayton, Ohio 4-21-50 
Newark, N. J. 4-21-50 
Indianapolis, Ind. 8-27-51 
Brooklyn, N. Y. 5-12-47 
Nicholasville, Ky. 6-15-50 
Nicholasville, Ky. 6-15-50 
Brooklyn, N. Y. 9-8-50 
Jackson, Tenn. 12-30-47 
Birmingham, Ala. 12-9-52 
Birmingham, Ale. 12-9-52 . 
Birmingham, Ala, 12-9-52 
Reading, Pa. 11-29-51 
Portland, Ore. 1-3-40 
Plushing, N. Y. 1-20-51 
Des Moines, Iowa 2-26-48 
Des Moines, Ia. 4-17-52 
Belleville, N. J. 11-17-49 
Alexandria, Va. 9-27-48 
Los Angeles, Calif. 6-12-51 
Clayton, Mo. 9-19-52 
Angelica, N. Y. 12-17-51 
Los Angeles, Calif. 11-13-51 
Oil City, Pa. 12-22-48 
San Antonio, Tex. 7-13-51 
Buffalo, N. Y. 1-15-47 
Camden, N. J. 2-3-47 
Indianapolis, Ind. 4-1-48 
Indianapolis, Ind. 4-1-48 
Memphis, Tenn. 9-28-48 
Los Angeles, Calif. 3-2-49 
Union City, N. J. 1-26-51 
Chicago, I11. 8-20-52 
New Orleans, La. 1-28-53 


Lawrence, Mass. Rutland& Burlington, vt. 6-30-52 


Portland, Ore. 11-30-51 
Portland & Eugene, Ore. 6-30-52 
Portland & Eugene, Ore. 6-30-52 
Detroit, Mich. 12-3-46 
Kansas City, Mo. 3-71-51 
Houston, Tex. 2-3-49 
Buffalo, N. Y. & Pittsburgh, Pa. 2-10-50 
Hialeah, Pla. 8-20-52 
Brooklyn, N. Y. 3-20-42 


1 
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ALTERMAN, EARL 

ALU-CRAPTERS CO. 

ALUMINUM BUILDING MATERIALS CO. 
ALUMINUM CONSTRUCTION CO. 


ALUMINUM HOME IMPROVEMENT CO., INC. 


MMERICAN BUILDI'G CO. 
AMERICAN CONSTRUCTION CO. 


AMERICAN INDUSTRIES 


LE 


ANDERSON, ROY J. LANDSCAPING 
ANDERSON, WILLIAM C. (JR. ) 


Sacramento, Calif. 

Sacramento, Calif. 

Chicago, Ill. 

Butler, Pa. 

Buffalo, N. Y. 

Des Moines, Iowa 

Port Arthur & Corpus Christi, Tex. 
Belleville, N. J. 

Jamaica, » Y. 

Los Angeles, South Gate, Eagle Rock & 
Beverly Hills, Calif 

Norwich & Waterford, Conn. 

Brooklyn, N. Y. 

Santa Ana &  . . Calif. 

Bellport. L.I., N. 

Springfield, Mass. 

Columbus, Ohio 

Los Angeles, South Gate, Eagle Rock & 

Beverly Hills, Calif. 

Detroit, Mich. 

Rockaway, N. J. 
Corona, L. I., N. Y. 
Lynbrook, L. I., N. Y. 
Lynbrook, L. I., N. Y. 
Biloxi, Miss. 

St. Louis, Mo. 

St. Louis, Mo. 
Butler, Pa. 

Boise, Idaho 

Biloxi, Miss. 
Portland, Ore. 


Portland, Ore. 
Portland, Ore. 
Marshall, 11]. 


Worcester, Mass. 

North Hollywood, Calif. 
North Hollywood, Calif. 
Burbank, Calif. 
Brooklyn, N. Y., N. Y. 
Flushing, N. Y 
Jonesboro, Ark. 

Los Angeles, Calif. 
Hopkinsville, Ky. 
Hopkinsville, Ky. 
Portland, Ore. 

West Orange, N. J. 

St. Louis, Mo. 
Memphis, Tenn. Dallas, Tex. 
Indianapolis, Ind. 
Kent, Wash. 

San Antonio, Tex. 
Dayton, Ohio 

Richmond Heights, Mo. 
Indianapolis, Ind. 
Chicago, Il. 
Lawrence, Mass. 
Memphis, Tenn. 
Morgantown, W. Va. 
Dayton, Ohio 

Mt. Clemens, Mich. 


11-20-50 
11-20-50 
3-22-48 
7-26-48 
8-16-51 
11-15-51 
5-21-48 
10-13-47 
4-1-48 
3-11-49 
5- 15-51 


5-2-50 
12-17-49 
8-27-52 
2-28-51 
11-9-50 
7-18-50 
5-15-51 


10-8-46 
6-24-44 
10-31-47 
3-31-49 
3-31-49 
1-22-51 
3-31-52 
3-31-52 
1-26-48 
12-31-52 
1-22-51 
5-12-48 


5-12-48 
5-12-48 
10-19-42 
9-23-49 
9-23-49 
4-21-50 
11-21-51 
3-31-47 
3-18-49 
3-18-49 
9-6-51 
2-13-45 
7-20-51 
4-11-51 
6-12-51 
7-18-50 
1-18-50 
11-17-41 
5-15-51 
3-31-52 
9-28-48 
5-12-52 
5-15-50 
9-28-51 
8-31-51 
6-30-50 
5-12-52 
2-16-50 
6-30-52 
8-31-51 
9-30-48 
9-20-48 
4-23-49 





== 2E35335 


ISSUED 


~20-50 
~20-50 
~22-48 
~ 26-48 
- 16-51 
~15-51 
21-48 
- 13-47 
4-1-48 
-11-49 
- 15-51 


5~ 2-50 
17-49 
27-52 
- 28-51 
1-9-50 
- 18-50 
“15-51 


0-8-46 
~24-44 
-31-47 
~31-49 
-31-49 
-22-51 
-31-52 
* 31-52 
- 26-48 
-31-52 
-22-51 
-12-48 


~12-48 
- 12-48 
~ 19-42 
~ 23-49 
- 23-49 
~21-50 
~21-51 
-~31-47 
~18-49 
-18-49 
9-6-51 
~13-45 
-20-51 
-11-51 
~12-51 
- 18-50 
~18-50 
-17-41 
15-51 
31-52 
28-48 
12-52 
- 15-50 
- 28-51 
}-3 1-51 
-30- 50 
- 12-52 
- 16-50 
-30-52 
-31-51 
'- 30-48 
}- 20-48 
ws 23-49 
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HOUSING ACT OF 1954 


BAXTER, A. L- 


BAY RIDGE HOME APPLIANCE CORP. 


BAY VIEW BUILDING SPECIALTIES 
BEARD, RICHARD L. 


San Diego, Calif. 
Garden City, L. I., N. Y. 
Detroit, Mich. 

San Antonio, Tex. 

Newark & Woodbridge, N. J. 
Roebling, N. J. 
Noblesville, Ind. 


Memphis, Tenn. 

Los Angeles, Calif. 

Bogalusa, La. 

Minneapolis, Minn. 

Bogalusa, La. 

Miami, Fla. 

Laguna Beach, Calif. 

Syracuse, N. Y. 

Teaneck & W. Englewood, N. J. 
New Haven, Conn. 

Roosevelt, Utah 

Salt Lake City, Utah 
Baltimore, Md. 

Los Angeles, Calif. 

West New York, N. J. 

Redding, Calif. 

Wilmington, Calif. 

Elmhurst, L. I., N. Y. 
Scranton, Pa. Riverton, N. J. 
Detroit, Mich. 

Arlington, Va. 

Milwaukee, Wisc. 

Boston, Mass. Manchester, N. H. 
Los Angeles, Calif. 

Dayton, Ohio 

West New York, N. J. 

®. Hollywood, & Oakland, Calif. 
Irvington & West Orange, N. J. 
Forest Hills, L. 1., N. Y. 
East Rutherford, N. J. 

Los Angeles, Calif. 

Memphis, Tenn. 

Memphis & Nashville, Tenn. 
Little Rock, Ark. Jackson, Miss. 
Memphis, Tenn. 

Kansas City, Kan. 

Corona, L. I., N. Y. 

Portland, Ore. 

Brooklyn, N. Y. 

Covington, Ky. 

Yakima, Wash. 

Brooklyn, N. Y. 

Milwaukee, Wis. 

Portland, Ore. 

Boyne City & Mancelona, Mich. 
Boyne City, Mich. 

Mancelona, Mich. 

Boyne City & Mancelona, Mich. 
Louisville, Ky. 

Hattiesburg, Miss. 

New Orleans, La. 

Albuquerque, N. M. Memphis, Tenn. 
Columbus, Ohio 

Columbus, Ohio 

Columbus, Ohio 

Evansville, Ind. 

Atlanta, Ga. 


Milwaukee, Wisc. 


1909 


DATE ISSUED 


6-23-48 
9-3-48 
12-14-49 
12-9-49 
9-7-39 
7-6-48 
10-9-39 


1-16-51 
12-14-42 
11-25-39 

5-17-52 
11-25-39 
9-25-44 
3-6-41 

8-27-41 
11-28-51 

1-10-51 

4-12-49 


4-28-52 
6-12-51 
6-30-50 
11-13-40 
10-13-47 
8-1-52 
12-13-48 
1-27-50 
3-10-49 
8-30-40 
1-22-43 
9-7-51 
12-11-46 
6-30-50 
11-21-51 
5-21-42 
3-17-48 


10-1-51 
10-21-48 
5-3-45 


10-21-48 
5-19-45 
10-31-47 
7-3-40 
6-27-50 
9-21-39 
12-11-41 
8-17-48 
6-2-50 
10- 18-48 
1-11-51 
1-11-51 
1-11-51 
1-11-51 
9- 14-50 
6-13-49 
8-5-47 
~28-48 
1-12-51 
1-12-51 
1-12-51 
8-31-51 
11-14-50 
3 








1910 
NAME 


BECKER, IRVING I. 
BEERMAN, LEE 
BEGLEY, EDWARD L. 
BEGNER, S. G. 
BELL CONTRACTORS 
BELL, ROBERT 
BELLAMY, G. W. 


BELLEFONTAINE CONSTRUCTION CO. 


BELLEROSE CONSTRUCTION CO. 
BELLIVEAU, LEO A. 

BELMONT LUMBER CO., INC. 
BENDER, BERNARD 

BENDER, JACK 


BENDER, SAM G. 


BENGOR, WILLIAM 

BENJAMIN, NATHANIEL 

BENNETT, J. W. 

BENNETT, MAX 

BENNETT, ORMAN 

BENSON, 0. G. 

BENTON, CARL 

BERG, DAVID 

BERG, FRED 

BERG, NATE 

BERGEN CONSTRUCTION CO. 

BERGER, MAURICE (MAUREY or 
MOEREY) J. 


BERNS, JACK 

BERNSTEIN, IRWIN J. 
BERNSTEIN, ISADORE 
BERNSTEIN, SOLOMON ALBERT 
BERRY BROTHERS 

BERRY, HARRY 

BERRY, JAMES R. 

BERRY, JEROME 

BERRY, LESLIE E. 

BERRY, WILLIAM 


BERRY, WILLIAM & CO. 


BERTHIAUME, M. J. 

BETHE, CHARLES 

BETHLEHEM PLASTER BRICK CO. 
BETTER HOME IMPROVEMENT CO. 
BETTER HOMES CONSTRUCTION CO. 
BETTER HOMES INSULATION CO. 
BETTER HOMES SERVICE OO. 
BETZIG, HARRY E. 
BETZIG-PORTER 

BIELER, EDWIN J. 

BIENSTEIN, DAVID 

BILLETT, E. R. (BUD JR.) 
BINDER, JERRY 

BINGHAM, RAYMOND 

BIRZER BUILDING CO. 

BISHOP, JOHNNY 

BISHOP, MAX 

BIXLER & STORY LUMBER CO. 
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HOUSING ACT OF 1954 


Brooklyn, N. Y. 

Baltimore, Md. 

Los Angeles, Calif. 

Atlanta, Ga. 

Clayton, Mo. 

Chicago, Ill. 

Chicago, Ill. 

Bellefontaine, Ohio 

Bellerose, L. I., N. Y. 
Springfield, Mass. 

Tampa, Fla. 

Dayton, Ohio Indianapolis, Ind. 
Hamilton, Cincinnati & Lima, Ohio 
Connersville, Ind. 

Hamilton, Cincinnati & Lima, Ohio 
Connersville, Ind. 
Syracuse, N. Y. 
New York, N. Y. 
Chicago, Ill. 
Terre Haute, Ind. 
Cleveland, Ohio 
Atkin, Minn. Superior, Wisc. 
Lakewood, N. J. New York, N. Y. 
Los Angeles, Calif. 

Chicago, Ill. 

Cleveland, Chio 

Newark, N. J. 


Lakewood, N. J, 


Fresno, Oakland & Los Angeles, Calif. 
Los Angeles, Calif. 

Fresno & Oakland, Calif. 

Coleman, Wis. 

Coleman, Wisc. 

Miami, Fla. 

Newark, N. J. 

Buffalo, N. Y. 

Buffalo, N. Y. 

Buffalo, N. Y. 

Hollis, L. I., N. Y. 

Brooklyn, N. Y. 
Fresno, Calif. 
Brooklyn, N. Y. 
Fresno, Calif. 
Philadelphia, Pa. 
Atlantic City, N. 
Pleasantville, N. 
Atlantic City, N. 
Pleasantville, N. 
Daly City, Calif. 
St. Louis, Mo. 
Buffalo, N. Y. 
Los Angeles, Calif. 
Jacksonville, Fla. 
East Orange, N. J. 
St. Louis, Mo. 
Pittsburgh, Pa. 
Pittsburgh, Pa. 

N. Hollywood, Calif. 
New York, N. Y. 
Oakland, Calif. 
Philadelphia, Pa. 
Tulsa, Okla. 
Cincinnati, Ohio 
Birmingham, Ala. 
Birmingham, Ala. 
Steele, Mo. 


Hees 


DATE ISSUED 


9-8-50 
1-28-41 
4-16-52 
4-30-51 
9-19-52 
1-23-42 

1-9-40 
1-31-49 
6- 4-52 
11~12-46 
1-18-52 

11-20-47 

1-31-49 


1-31-49 


3-29-46 
4-22-48 
9-14-48 
8-28-41 
5-15-47 
6-17-46 
4-22-48 
5-1-52 
10-24-51 
5-20-48 
10-7-48 


2-29-52 
4-17-52 
2-29-52 
8- 25-50 
8-25-50 
2-11-52 

1-9-41 
5-19-45 
8-20-45 
5-19-45 
12-19-41 

6-4-51 
9-14-40 

6-4-51 
9-14-40 
11-5-48 

5-2-50 


5-2-50 


12-10-47 
1-13-42 
11-15-51 
1-27-49 
5-16-49 
10-28-48 
2-16-50 
7-14-49 
7-14-49 
2-28-51 
9-26-44 
11-21-51 
4-4-52 
2-29-52 
9-17-48 
6-6-52 
6-6-52 
10-8-52 





)= 8-50 
28-41 
16-52 
‘30-51 
19-52 
23-42 
1-9-40 
31-49 
= 4-52 
12-46 
18-52 
20-47 
31-49 


31-49 


29-46 
22-48 
14-48 
28-41 
15-47 
17-46 
22-48 
“1-52 
24-51 
20-48 
~7-48 


29-52 
17-52 
29-52 
25-50 
25-50 
11-52 
~9-41 
19-45 
20-45 
19-45 
19-41 
4-51 
14-40 
*4-51 
14-40 
~5-48 
-2-50 


-2-50 


10-47 
[3-42 
[5-51 
27-49 
[6-49 
28-48 
16-50 
4-49 
[4-49 
8-51 
6-44 
1-51 
4-52 
9-52 
'7- 48 
6-52 
6-52 
‘8-52 


HOUSING ACT OF 1954 


BIXLER, VIRGIL 
BLACK, WALTER 
BLACKBURN, FRED 
BLACKWELL, HARRY 
BLAINE, MAURICE 
BLAIR FURNACE CO. 
BLAKE, GROVER C. 
BLAKE, LUTHER E. 
BLAKE, MAURICE 
BLAKE, SOL 
BLAKESLURG, SAUL H. 
BLICKSTEIN, SOL W. 


(E.) 


BLISS, ALBERT 

BLISS, GOMELDA 

BLOCK CONSTRUCTION CO. 
BLOCK, STEPHEN 

BLOUT, MARIE 

BLUE VALLEY FURNACE CO. 
BLUESTONE, MORRIS B. 
BLUMENTHAL, LEO 
BLUMIN, BENJAMIN D. 
BLUMIN GAS & ELECTRIC APPLIANCES 
BLUMIN, LILLIE 

BLYTHE, ROBERT S. 





; 


ae 


i 





BREEN, JOHN WALTER (JACK) 
BRESKOW, FREDERICK G. 


Steele, Mo. 

Hamilton, Cincinnati & Lima, Ohio 
Missoula, Mont. 

Picayune, Miss. 

Fresno & Oakland, Calif: 
St. Louis, Mo. 

Tuscaloosa, Ala. 

St. Louis, Mo. 

Fresno & Oakland, Calif. 
Jamaica, N. Y. 

Jamaica, N. Y. 

Binghamton & New York, N. Y. 
Hazelton, Pa. Nutley, N. J. 
Providence, R. I. 
Providence, R. I. 
Pittsburgh, Pa. 

Pittsburgh, Pa. 

Long Beach, Calif. 

Kansas City, Mo. 

Cleveland, Ohio 

Bronx, N. Y. 

New York, N. Y. 

New York, N. Y. 

New York, N. Y. 


Port Arthur & Corpus Christi, Tex. 


Long Beach, Calif. 
Kelly, La. 
Mansfield, Ohio 
San Diego, Calif. 
Reading, Pa. 
Tallahassee, Fla. 
Detroit, Mich. 
Milwaukee, Wis. 
Steubenville, Ohio 
Haddonfield, N. J. 
Los Angeles, Calif. 
Alexandria, La. 
Brooklyn, N. Y. 
New York, N. Y. 
West Haven, Conn. 
Seattle, Wash. 

San Antonio, Tex. 
Brooklyn, N. Y. 
Los Angeles, Calif. 
Fort Wayne, Ind. 
West Aliquippa, Pa. 
Fort Wayne, Ind. 
Birmingham, Ala. 
Los Angeles, Calif. 
Houston, Tex. 
Brooklyn, N. Y. 
Philadelphia, Pa. 
Boston, Mass. 

San antonio, Tex. 
Oakland, Calif. 
Dayton, Ohio 
Buffalo, N. Y. 
Portland, Ore. 
Fort Worth, Tex. 
Shreveport, La. 
Chicago, Ill. 
Lansdowne, Pa. 
Philadelphia, Pa. 
San Antonio, Tex. 
Niagara Falls, N. Y. 
Chicago, 111. 


Dayton, Ohio 


1-31-46 


Be 
g 


SESLESL8 


PoP weD ers 
BEE BRe = 


9-20-51 
12-17-51 
12-5-46 
9-29-49 
9-29-49 
9-29-49 
5-21-48 
11-21-51 
9-23-46 
1-19-49 
6-1-43 
11-29-51 
9-12-42 
5-10-46 
5-23-42 
6-16-52 
1- 10-46 
4-17-52 
5-23-41 
8-17-48 
5-12-50 
11-5-48 
3-22-48 
11-28-52 
1-27-49 
9-24-40 
3-18-49 
1-30-47 
3-18-49 
6-6-52 
4-16-52 
8-31-51 
5-12-47 
6-27-50 
4-25-47 
1-23-48 
11-29-51 
8-31-51 
5-2-51 
2-2-50 
9-13-48 
6-4-52 
7-13-50 
3-14-46 
3-29-46 
7-13-51 
3-29-46 
3-14-47 


5 
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BRIC SIDING INSULATION SERVICE 


BRISBANE, WILLIAM 
BRITTAIN, ALBERTA D. 
BRITTAIN, GRAYDON E. 
BROCHU, JOSEPH ¥W. 


pEaED Daa: 
rBuEE 


n 
5 


BURNS, ROY 

BURNSTEIN, ABRAHAM 

BURRIS, HAROLD D. 

BUTLER LUMBER CO. 

BUTLER, RAYMOND C. 
BUTTERWORTH, EDWARD 

BYERLY, JACK IMPROVEMENT CO. 
BYERLY, JACK R. 

BYERS, F. E. 






C & C SALES ©. 
6 


Stockton, Calif. 

Watertown, N. Y. 

Sedan, Kan. 

Sedan, Kan. 

Lorain, Ohio 

Rochester, Minn. 

Meridian, Glen Rose & 
Walnut Springs, Tex. 
Neptune City & Linden, N. J. 
Brooklyn, N. Y. 

Buffalo, N. Y. 

Des Moires, Iowa 

Dallas, Tex. 

New York, N. Y. 

Forest Hills, L. I., N. Y. 
East Rutherford, N. J. 
Brooklyn & Bronx, N. Y. 
Belleville, N. J. 

Belmar & Belleville, N. J. 
Buffalo & New York, N. Y. 
Chicago, Ill. Hammond & Gary, Ind. 
Gardena, Calif. 

St. Louis, Mo. Muskogee, Okla. 
Oakland, Calif. 

Waterbury, Conn. 

Waterbury, Conn. 

Dallas, Tex. 

Minneapolis, Minn. 

Neptune & Linden, N. J. 
Cleveland Heights, Ohio 
Miami, Fla. 

Brooklyn, N. Y. 

Des Moines, Iowa 

Brockton, Mass. 

Des Moines, Iowa 

New York &Mt. Vernon, N. Y. 
Des Moines, Iowa 

Chicago, 111. 

Hamilton & Middletown, Ohio 
Memphis, Tenn. 

Des Moines, Iowa 

St. Louis, Mo. 

Los Angeles, Calif. 

Detroit, Mich. 

Oakland, Calif. 

Brighton, Mass. 

Towson & Baltimore, Md. 
Newark, N. J. 

St. Paul, Minn. 

Chicago, I11. 

New Bedford, Mass. 
Asheville, N. C. 

Oakland, Calif. 

Milwaukee, Wis. 

Oakland, Calif. 

St. Clair Shores & Detroit, Mich. 
Freeport, L. I., N. Y. 
Toledo, Ohio 

Toledo, Ohio 

Greenville, Miss. 

Dallas, Tex. 

Dallas, Tex. 

Waterloo & Des Moines, Iowa 


c 
Chicago, I11. 


DATE ISSUE 


12-13-48 
10-31-42 
6-8-45 
6-8-45 
8-27-51 
5-31-50 
3-10-49 


12-19-42 
12-23-47 
8-20-45 
11-15-51 
3-8-49 
6-21-45 


4-22-48 
6-21-45 


11-9-39 
4-6-51 
1-16-47 
9-11-46 
6-27-49 
6-27-49 
12-28-51 
5-71-52 
12-19-42 
2-3-47 
2-11-52 
9-10-40 
8-10-51 
5-27-47 
10-21-48 
1-2-41 
10-21-48 
1-3-49 
1-31-49 
1-16-51 
11-30-50 
8-26-52 
9-26-52 
4-30-51 
3-28-42 
11-21-51 
2-3-50 
11-13-46 
8-7-45 
8-31-51 
1-17-46 
1-3-49 
3-28-42 
12- 1-44 
11-21-51 
1-26-47 
9-3-48 
6-17-48 
6-17-48 
7-22-48 
6-6-52 
6-6-52 
10-24-45 





2-8-50 








NAME 
C-SI 
cé& 
CADE 
CAF 
CAH/ 
cAI 
CAID 
CALI 
CAL! 
CALI 
CAL; 
CAL” 
CAME 
CAM 
CAM 
CAM 
CAMI 
CAM 
CANT 
CAN 
CAN 
CAN 
CAN’ 
CAP 
CAP 
CAR 
CAR 
CAR 
CAR. 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR. 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAR 
CAS 
CAS 
CAS 
CAS 
CAS 


eeoe 





HOUSING ACT OF 1954 


CAMPO CONTRACTING CO. 

CAMPO, JOHN J. (JR.) 

CANDLE, S. K. — 

CANE ENTERPRISES & ASSOCIATES, INC. 
CANE, HARRY (M) 

CANFIELD, MR. (Initials Unknown) 
CANTILLON, WILLIAM D. 

CAPITAL INSULATING CO. 

CAPITOL HOME IMPROVEMENT CO., INC. 
CARABAUGH, MORGAN 

CARDIN, EDWARD 

CARDOZA, CHARLES D. 

CAREN, IRVING (JACK) 

CARLETON, GENE 

CARLIN, H. 8. 

CARLIN, H. S. (MRS. ) 

CARLINO, DOMINIC J. 

CARLSON, G. 

CARMEN ROOFING & SIDING CO. 
CARPENTER, FRANCIS M. 

CARR, FRANK 

CARR, HAROLD G. 

CARR, MARTIN 

CARROLL, F. 

CARROLL JAMES J. 

CARROLL, R. S. 

CARTER. B. J. 

CARTER, B. J. COMPANY 

CARER, CLYDE 

CARTER, DAVID E. 

CAR"ER, P. J. 

CARTER, SAMUEL M. 

CARTER, W. B. 

CARTON, JOHN F. 

CARY CHARLES W. 

CASEY, JAMES A. 

CASEY, RUTH M. (MRS. JAMES A.) 
CASEY, THOMAS R. 

CASHDAN, ALFRED R. (AL. ) 
CASHDAN, CHARLES (CHUCK) 


CASHDAN, SAMUEL 
CASSADY, J. PF. 
CASSELL, HARRY 
CASSIDY CONSTRUCTION CO. 


NAME ADDRESS 

C-STONE OF HOUSTON Houston, Tex. 

Cc & W TILE CO. Miami, Fla. 

CADDO SIDING CO Shreveport, La. 

CAFF. DAN Springfield, Mass. 

CAHAL, BETTY Los Angeles, Cal f. 

CAINE, HARRY Chicago, Ill. Houston, Tex. 
CAIN, HARRY Chicago, Ill. Houston, Tex. 
CALDWELL, T Sacramento, Calif. 


San Jose, Calif. 

Dallas, Tex. 

San Antonio, ‘ex. 

San Antonio, Tex. 

Des Moines @ Fort Dodge, Iowa 
Meridian, Glen Rose & 
Walnut Springs Tex. 
Meridian, Glen Rose & 
Walnut Springs, Tex. 
Norwalk, Conn. 

White Plains, N. Y. 


S. Ozone Park L. I., N. Y. 
S. Ozone Park, L. I., N. Y. 
Newark, N. J 

Chicago, Il] Houston, Tex. 


Chicago, 111. Houston, Tex. 


Los Angeles Calif. 
Rochester, inn 


Springfield, Ill. Milwaukee, Wis. 


Jackson, Tenn. 

Springfield, Mass. 

Brooklyn, N. Y. 

Los Angeles, Calif. 

Portland, Ore. Spokane, Wash. 
Boise, Idaho 

Boise, Idaho 

Chicago, I11. 

Portland, Ore. Spokane, Wash. 
Chicago, Ill. 

Memphis, Tenn. 

Cambridge, Mass. Alton, Ill. 
Greenville, Miss. 

Davenport, Iowa 

Nutley, N. J. 

Chicago, I11. 

Asheville N. C. 

Detroit, Mich. 

Detroit, Mich. Marlow, Okla. 
Duncan, Okla. 

Paducah, Ky. 

San Antonio, Tex. 

Paducah, Ky. 

Fresno, Calif. 

St. Louis. Mo. 

Atlanta, Ga. 

Wilkes-Barre, Pa. 
Wilkes-Barre, Pa. 
Pittsburgh, Pa. 

Bethesda & Silver Spring, Md. 
Bethesda & Silver Spring, Md. 
Fairfax, Va. 

White Sulphur Springs, W. Va. 
Bethesda, Md. 

Pasadena, Calif. 

Brooklyn, N. Y. 

Kennewick, Wash. Portland, Ore. 
Black Eagle, Mta. 


1913 
DATE ISSUED 


1-12-51 
8-20-52 
5-4-51 
11-9-50 
7-6-51 
1-31-51 
1-31-51 
11-20-50 
9-6-51 
12-28-51 
1-13-51 
7-13-51 
8-10-51 
3-10-49 


3-10-49 
12-11-51 


5-29-52 
5-29-52 
10-5- 39 
1-31-51 
1-31-51 
9-27-51 
11-25-41 
5-31-50 
4-17-52 

12-30-47 

11-12-46 
5-12-47 
3-30-51 
11-30-51 
5-23-47 
5-23-47 
12- 15-50 
11-30-51 
1-31-51 
2-17-49 
6-10-52 
1-22-48 
11-28-51 
1-23-51 

2-8-50 
1-3-49 
1-16-51 
1-16-51 
4-11-51 
8-24-50 

11-28-52 
8-24-50 
11-3-42 
3-31-52 
12-19-39 

5-1-45 
5-1-45 
5-16-45 
2-14-49 
2-14-49 


2-14-49 
11-13-45 
3-20-42 
71-20-51 


7 


Pee igu te 








1914 HOUSING ACT OF 1954 


CENTRAL HEATING & HOME IMPROVEMENT 
CO. 


CENTRAL OIL COMPANY 

CENTRAL STORM WINDOW CO. 

CENTURY BUILDERS COMPANY 

CERTIFIED CONSTRUCTION CORP. 

CHAMBERS, WATSON R. 

CHANDLER, R. 

CHAPMAN, ROSCOE A. 

CHAPPEL (CHAPPELLE) EARL 

CHAPPELL, IVAN P. 

CHAPPMAN, HELEN 

CHASKIN, HAROLD 

CHEATHAM, JOHN 0. 

CHIAVEROTTI, ROSE 

CHICAGO BUILDERS 

CHISIK, SIDNEY 

CHITTICK, NELSON PF. 

CHRISTIANSEN & BUNCH 

CHRISTIANSEN HEATING & SHEET 
METAL CO. 

CHRISTIANSEN, LAWRENCE 

CHRISTIANSEN, MERLE M. 

CHRISTIANSEN, RUTH 

CHRISTOPHER, P. 

CITIZENS CONSTRUCTION CO. 

CITIZENS HOME IMPROVEMENT CO. 

CITROW, SAMUEL H. 

CITY CONSTRUCTION CO. 

CITY HEATING COMPANY 

CLARE, J. THOMAS 

CLARK, E. 


CLARK, HARRY 

CLARK, R. H. 

CLARKE, J. B. 

CLARY, MARION W. 
CLAWSON, FREDERICK A. 


CLEMENTS, ALEXANDER 
CLEVELAND MODERNIZATION BUREAU 
CLEVENGER, A. A. 
CLIFFORD, JAMES H. 
CLIMAN, ALLEN 

CLIMAN, JOHN H. 

CLINE, JACK 

CLINTON, M. B. 
CLOTFELTER, J. W. 
CLOUGH, A. J. 
CLOUTIER, NORMAN 
COBIE, ISADORE (JACK) 
COCKERHAM, F. H. 
CODDINGTON, WILLIAM M. 
COHEN, HARRY 

COHEN, PHILLIP 

COHEN, PHILLIP J. 
COHEN, SEYMOUR 


Kennewick & Spokane, Wash. 


Portland, Ore. Black Eagle, Mta. 


South Bend, Ind. 

Worcester, Mass. 

Worcester, Mass. 

Harrison, Ark. 

Harrison, Ark. 

Birmingham, Ala. 

Atlantic City & Trenton, N. J. 
Atlantic City & Trenton, N. J. 


Atlantic City @ Trenton, N. J. 
Atlantic City & Trenton, N. J. 
Des Moines, Lowa 

Chicago, Ill. 

Montclair, N. J. 

Oakland, Calif. 

Sylacauga, Ala. 

Indianapolis, Ind. 

Kansas City, Mo. 

Pasadena, Calif. 

Miami & Hialeah, Fla. 

Los Angeles, Calif. 

Milwaukee, Wis. 

Chicago, I1). 

Miami, Pla. 

Chicago, 111. 

Los Angeles, Calif. 


Clinton, Ia. 

Clinton, Ia. 

Los Angeles, Calif. 

Niles, Mich. 

Oakland, Calif. 

Los Angeles, Calif. 

White Sulphur Springs, W. Va. 
Detroit, Mich. 

Atlanta, Ga. 

New London, Conn. 

Towson & Baltimore, Md. 
Mobile, Ala. 

Biloxi @ Meridian, Miss. 
East Orange, N. J. 

San antonio, Tex. 

Fort Wayne, Ind. 

Pittsburgh, Pa. 

North Hollywood, Calif. 

Los Angeles, Calif. 

Jersey City, N. J. 
Cleveland, Ohio 

Cedar Rapids, Ia. 

Cranston, R. I. 

Syracuse, Troy & Albany, N. Y. 
Syracuse, Troy & Albany, N. {. 
Jonesboro, Ark. 
Spartansburg, S&S. C. 

Los Angeles, Calif. 

W. Palm Beach, Fla. 

Detroit, fiich. 

Fort Wayne, Ind. 

Riverside, Calif. 

Yonkers, N. Y. 

Houston, Tex. Chicago, Ill. 
Portsmouth, Ohio 

Dayton, Ohio 

Brooklyn, N. Y. 


DATE ISSUED 
7-20-51 


11-28-51 
3-31 47 
3-31-47 

12-17-49 

12-17-49 
4-21-50 
4-24-50 
4-24-50 


4-24-50 
4-24-50 
2-26-48 
7-13-50 
4-23-48 
11-21-51 
5-3-48 
5-31-50 
2-27-40 
11-13-45 
8-20-52 
4-7-47 
8-29-42 
1-28-49 
8-31-51 
1-31-51 
9-26-52 


8-20-52 
8-20-52 
9-26-52 
8-19-47 
12-14-49 
12-11-51 
3-24-49 
10-8-46 
9-10-52 
9-23-49 
2-3-50 
8-28-50 


11-12-48 
7-23-48 
3-14-49 

10-31-47 

6- 2-50 


5-4-51 
5-20-48 
10-9-52 
2-26-48 
8-27-51 
8-27-51 
6-29-51 
7-12-39 
11-21-51 
12-28-51 
12-31-52 

3-14-49 

7-9-41 
3-26-42 
1-31-51 
1-21-47 

11-20-47 
8-23-48 
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20-51 


28-51 
31 47 
31-47 
17-49 
17-49 
21-50 
24-50 
24-50 


24-50 
24-50 
26-48 
13-50 
23-48 
21-51 
3-48 
31-50 
27-40 
13-45 
2-52 
7-47 
29-42 
28-49 
31-51 
31-51 
26-52 


20-52 
20-52 
26-52 
19-47 
14-49 
[1-51 
24-49 
“8-46 
10-52 
23-49 
‘3-50 
18-50 


[2-48 
13-48 
4-49 
51-47 
2-50 


4-51 
10-48 
9-52 
6-48 
7-51 
1-51 
9-51 
2-39 
1-51 
8-51 
1-52 
4-49 
9-41 
6-42 
1-51 
1-47 
0-47 
3-48 


» paceman 


Me 


ome 


s 





HOUSING ACT OF 1954 


COMMAGERE, FELIX J. (JR.) 
COMMAGERE, FELIX J. (JR.) & CO. 


CONNORS, FRANK 

CONRAD, L. 

CONSOLIDATED HEATING CO., INC. 

CONSOLIDATED HEATING & AIR 
CONDITIONING CO. 

CONSOLIDATED SASH & SCREEN CO. 

CONSTRUCTION SPECIALTIES CORP. 


CONTRACTORS ROOFING & SIDING CORP. 
CONTRACTOR SALES CO., INC, 


COOPER, CECIL 

COOPER, FREDERICK C. 
COOPER, J. M. 
CO-OPERATIVE ROOFING CO. 
COPELAND, EDWARD 

CORNAY RAY (ROY) 
COSGROVE, AL 

COTY, ARTHUR 

COUNTY ROOFING CO. (THE) 
CRADDUCK, CHARLES 
CRAIG, JAMES E. 

CRAIG, ROBERT 

CRAIN, C. N. 

CRAIN FENCE CO. 
CRAWFORD, GEORGE C. 
CRAWLEY, GLADYS SATHER 
CRAWLEY, WILLIAM H. (BUCK) 
CREMORE, EDWARD 

CREST HOME SERVICE CO. 
CREST HOME SERVICE CO. 
CROG, E. S. 

CRONKHITE, D. E. 
CROSS-COUNTRY BUILDERS 
CROSSLEY, HENRY PF. 


ADDRESS DATE ISSUED 
Columbus, Ohio 1-18-52 
Los Angeles, Calif. 8-28-41 
Los Angeles, Calif. 12-29-41 
Chicago, I)1. Houston. Tex. 1-31-51 
Centralia, 111. 7-25-40 
Newark, N. J. 9-15-39 
Minneapolis, Minn. 5-71-52 
Chicago, I11. Houston, Tex. 1-31-51 
Chicago, I11. 1-27-50 
Chicago, Ill. 1-27-50 
Los Angeles, Calif. 11-8-50 
Brighton, Mass. 11-21-51 
Washington, D. C. 12-15-49 
Salina, Kan. Oklahoma,City, Okla. 3-10-52 
Denver, Colo. 
Los Angeles, Calif. 7-11-51 
Los Angeles, Calif. 7-11-51 
Los Angeles, Calif. 4-16-52 
New Orleans, La. 8-18-48 
New Orleans, La. 8-18-48 
Chicago, Ill. 10-24-51 
Clayton, Mo. 9-19-52 
Bethesda, Md. 2-14-49 
Bellerose, N. Y. 3-27-46 
Stockton, Calif. 12-13-48 
Stockton, Calif. 12-13-48 
Buffalo, N. Y. 11-15-51 
Los Angeles, Calif. 2-27-48 
Baltimore, Md. 4-28-52 
Los Angeles, Calif. 10-22-48 
Detroit, Mich. 6-30-52 
Miami, Fla. 8-31-51! 
Cambridge, Mass. Alton, I11. 1-1-43 
Birmingham, Ala. 7-17-51 
Oakland @ Berkeley, Calif. 3-3-48 
Nutley, N. J. 7-23-51 
Los Angeles, Calif. 9-6-51 
Detroit, Mich. 6- 19-45 
Owensboro, Ky. 4-16-42 
Terre Haute, Ind. 2-17-49 
Terre Haute, Ind. 2-17-49 
Los Angeles, Calif. 9-20-51 
Kings Park, N. Y. 9-4-52 
Abbeville, Ga. 8-9-40 
Rochester, N. Y. 11-7-50 
Newark, N. J. 12-29-48 
Salt Lake City, Utah 11-29-51 
San Diego, Calif. 6-23-48 
Los Angeles, Calif. 9-7-51 
Atlantic City, N. J. 11-15-51 
Oakland, Calif. 11-21-51 
Los Angeles, Calif. 1-8-50 
Kansas City, Mo. 6-26-46 
Dallas, Texas 9-1-48 
Dallas, Tex. 9- 1-48 
Stockton, Galif. 4-17-47 
Tacoma, Wash. Canby, Ore. Boise, Idaho 5-16-45 
Tacoma, Wash Canby, Ore. Boise, Idaho 5-16-45 
Plainfield, N. J. 12-2-48 
Houston, Tex. 1-10-51 
Grand Island, Neb. 11-30-51 
Azuza, Calif. 4-16-52 
Pasco, Wash. 4-24-52 
Woodmere, L. I., N. ¥.  2-2-50 
Boston, Mass. 6-5-47 
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1916 HOUSING ACT OF 1954 
















NAME, ADDRESS DATE ISSUED 


Crowe, J. 0. Reading, Pa. 11-29-51 
CRUMPACKER, B. C. Des Moines, Iowa 4-12-49 
Little Rock, Ark. 2-21-47 


2SEgis = 
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CRUTCHER, MARTIN L Nashville & Murfreesboro, Tenn. 6-28-50 
CUFF, JAMES (JIM) Portland, Ore. 12-28-51 
CURTIS, J. H. Santa Monica, Calif. 1-12-42 
CUSHING, THEODORE K. Chicago, I11. 1-28-49 
D 
D & C BUILDING & IMPROVEMENT CO. Chicago, 111. 12-15-50 
D & C IMPROVEMENT COMPANY Chicago, Ill. 12-15-50 
D & C TILE COMPANY Chicago, Ill. 12-15-50 
DAHL, SIDNEY Azuza, Calif. 4-16-52 
DAILEY, GEORGE White Plains, N. Y. 5-27-40 
DALE, JOHN Bogalusa, La. 11-25-39 
DALE, 0. P. Crane & Martinsville, Ind. 12-19-44 
DALE, PEARCE Crane & Martinsville, Ind. 12-19-44 
DAE, T. P. Crane & Martinsville, Ind. 12-19-44 
DALLAS INSUL-WOOL CO. Dallas, Tex. 5-17-48 


DALY, A. JAMES Pittsburgh, Pa. 8- 22-50 
DANEK, MARTIN Rahway, N. J. 6-5-45 
DANGERFIELD, LeROY Los Angeles & El Monte, Calif. 12-22-47 
DANIEL, LON Kansas City, Mo. 7-25-45 
DANIELS, R. L. Omaha, Neb. 11-29-51 


DANIELS, S. (STEPHEN) 


DANIELS, SIGMUND L. 
DARBY, JOSEPH 
DARNABY, FRANK 
DAVIDSON, B. (MRS. ) 
DAVIS & ASSOCIATES 
DAVIS, HAROLD E. 
DAVIS, HARRY 


DAVIS HOME IMPROVEMENT CO. Benton, I11. 7-16-51 
DAVIS, JACK Brooklyn, N. Y. 7-25-45 
DAVIS, LESTER HAROLD Lisbon, Ohio 3-31-52 
DAVIS, RUSSELL Milwaukee, Wis. 8-8-50 
DAVIS, WILLLAM Detroit, Mich. 9-11-51 
DAVISON, ROBERT Belleville, N. J. New York, N. Y. 11-17-48 


DAWE, CHARLES R. 


DAY AND NIGHT PLUMBING ©O. Fort Worth, Tex. 9-13-48 
DAY, JIMMY Pensacola, Fla. 6-30-52 
DAYE, ARTHUR E Jacksonville, Fla. 7-16-46 
DeBELLA, MARIO Brooklyn, N. Y. 5-12-47 


DeFORD, CALVIN L. 


DeFORD INSTALLATION 


DEDERICHS, JOE H. 
DEEP, E. 


DEIBLER, ROY E. (JR. ) 


DELANEY, E. E. Birmingham, Mobile & Montgomery, Ala. 1-14-49 
DELANEY’S, INC. Birmingham, Mobile & Montgomery, Ala. 1-14-49 
DeLEEU, ARTHUR Brooklyn & Bronx, N. Y. Belleville, N. J. 4-22-48 
DELLENGER, Biloxi, Miss. 7-21-50 
DeLUCA, BEN J. Lexington, Ky. 12-15-48 
DeLUCA, JO ANN Lexington, Ky. 12-15-48 
DENBY, MARK Detroit, Mich. 8- 18-48 
DENNIS, Inglewood, Calif. 3-25-49 


Cincinnati, Ohio 1-25-51 
DEPENDABLE HOME IMPROVEMENT CO Baltimore, Md. 1-16-51 
DEPENDON ROOFING CO. Montgomery, Ala. 11-30-51 
DeROSE, JAMES Youngstown, Ohio 1-31-47 
DES MOINES FIRE DETECTION SERVICE Des Moines & Fort Dodge, Iowa 8-10-51 
DESMORE, BOB Rochester, N. Y. 11-7-50 


Jacksonville, Fla. 
Jacksonville, Fla. 
Los Angeles, Calif. 
Cincinnati, Ohio 


Los Angeles, Calif. 


Milwaukee, Wis. 
Benton, Ill. 


Brookline & Newton, Mass. 


W. Hollywood & Oakland, Calif. 


Hawthorne & Oakland, Calif. 
Hawthorne & Oakland, Calif. 
Dallas & Houston, Tex. 


East Orange, N. J. 


Bound Brook & Plainfield, N. J. 


Cincinnati, Ohio 
Cincinnati, Ohio 
Cincinnati, Ohio 
Cincinnati, Ohio 
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HOUSING ACT OF 1954 


DeSOTO CONSTRUCTION CO. 
DeTUTTLE, WILLIAM LEON 
DEVINE, DONALD 

DeWITT, W. &. 

DeWITT, W. E. COMPANY 
DIAMOND CONSTRUCTION CO. 
DIAMOND, PHIL 

DIEHL, LEONARD E. 
DILLMAN, EDWARD L. 
DILLMAN, LESLIE ANN 
DINERO, CHARLES 
DiPALMA, BENJAMIN (BENNIE) 
DiPALMA, BENJAMIN, INC. 
DiPALMA, BENNIE BUILDING CO. 
DISTASIO, PATRICK 
DISTRICT HOME IMPROVEMENT CO. 
DITRANI, MICHAEL 
DITRANI ROOFING & SIDING CO. 
DiVERGILIO, MICHAEL 
DIXIE INSULATION CO. 
DIXIE INSULATION CO. 
DODGE, CLARENCE S. 
DODGE, FREDERICK E. 
DODSON, GEORGE W. 
DOELLE, JEROME E. 
DOHERTY, FRED H. 

DOLAN, JOHN 

DOLIN, PHILIP 
*DONIVANS* 

DONON, PHILLIP W. 

DON’ S CONSTRUCTION CO. 
DORNFELD, BERNARD S. 
DORSEY, WILLIAM 

DOTOLO, JERRY 

DOUGLAS, ROBERT PF. 

DOW, FRANK L. 

DOWNING, BUSS 

DOWNING, M. A. 

DOYLE, ALBERT 

DRAIS, DAVID 

DRASSMAN, ALBERT 

DREW, WILLIAM H. 


EAGLE HOME & BUILDING INSULATORS ©. Dayton, Ohio 


EAGLE INSULATION & ROOFING CO. 
EAST ALABAMA INSULATION CO. 
EASTON CONSTRUCTION CO. 
EASTON, H. 


1917 


ADDRESS DATE ISSUED 
Memphis, Tenn. 10-24-50 
Houston, Tex. 9-26-47 
N. Hollywood, Calif. 9-20-51 
Marysville & Oroville, Calif. 9-11-46 
Marysville & Oroville, Calif. 9-11-46 
Indianapolis, Ind. 8-31-51 
East Orange & Newark, N. J. 8-23-46 
Hamilton & Middletown, Ohio 1-31-49 
Dayton, Ohio 4-21-50 
Dayton, Ohio 4-21-50 
Pomona, Calif. 9-27-51 
Detroit, Mich. 10-8-52 
Detroit, Mich. 10-8-52 
Detroit, Mich. 10-8-52 
Nutley, N. J. 1-23-51 
Atlantic City & ‘Pleasantville, N. J. 5-2-50 
Belleville, N. J. 3-12-48 
Belleville, N. J. 3-12-48 
Buffalo, N. Y. 9-17-48 
Jackson, Miss. 10-6-48 
Memphis, Tenn. 10-28-48 
Detroit, Mich. 1-16-51 
Knoxville, Tenn. 1-10-42 
San Diego, Calif. 3-27-42 
Sturgis, Mich. 10-17-52 
Corpus Christi, Tex. 1-16-51 
Los Angeles, Calif. 4-16-52 
Columbus, Ohio 5-29-52 
Portland, Ore. 6-30-52 
Flint, Mich. 9-15-52 
Chicago, I)1. 1-3-49 
Jamaica, N. Y. 4-19-48 
Los Angeles, Calif. 10-3-46 
Norwich, Conn. 7-8-49 
Bronx @& New York, N. Y. 11-29-51 
Waltham, Mass. 9-28-50 
Madison, Wis. 6-14-48 
Fresno & Bakersfield, Calif. 4-3-39 
Philadelphia, Pa. 5-12-52 
New York, N. Y. 9-26-44 
New York, N. Y. Belleville, N. J. 6-21-45 
Des Moines, Iowa 8-10-51 
Minneapolis, Minn. §-7-52 
Minneapolis, Minn. 5-17-52 
Oakland, Calif. 1-20-41 
Norfolk, Va. 1-16-45 
Pasadena, Tex. 8-11-50 
Flushing, Brooklyn & Kingston, N. Y. 6-23-41 
Jonesboro, Ark. 6-29-51 
Sacramento, Calif. 11-20-50 
Shreveport, La. 6-4-52 
Los Angeles, Calif. 6-17-49 
Baltimore, Md. 12-18-40 
East Orange, N. J. 10-28-48 
Pensacola, Fla. 6-5-46 
Fresno & Ozkland, Calif. 2-29-52 
Venice, Calif. 7-31-51 
Kansas City, Kan. 9-15-41 
Kansas City, Kan. 9-15-41 
E 

9-30-48 
Sheboygan, Wis. 12-19-49 
Sylacauga, Ala. 5-3-48 
Wenatchee, Wash. 10-1-52 
Wenatchee, Wash. 10-1-52 


il 
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HOUSING ACT OF 1954 


ECONOMY CONSTRUCTION CO. 
ECONOMY FURNACE CO. 

ECONOMY GARAGES 

BCONOMY ROOFING & SIDING CO. 
ECTOR, R. D. A. JONES (MRS. ) 
EDDY, DWIGHT H. 

EDDY, RAYMOND N. (RAY) 


EDELMAN, 
EDWARDS, 
EDWARDS, 
EDWARDS, 
EDWARDS, 
EDWARDS, 
EDWARDS, 
EDWARDS, 
EDWARDS , 


JACK 
A. G. 
EARL 


HERMAN 

RONALD L. 

VANCE 

WILLIAM H. (JR. ) 


BGAN, CHARLES H. 
EGAN, JOHN M. 


EGGERS, OTTO K. 
EICKHOLT, ARLO 
EICKHOLT, ARLO COMPANY 


EISENBERG, MAX (MARK, MACK MICHAEL) 


ELECTRO-SOFT COMPANY 


ELLIOTT, 
ELLIOTT, 
ELLIOTT, 
ELLIOTT, 
ELLIOTT, 


HARRY (HENRY) CLAYTON 
MARK 

MORTIMER 

NATHAN 

OMER N. 


ELLIS, HUGH 

ELLIS, JOHN H. 

ELLIS, MAX 

ELLSWORTH, KENNETH 
ELLSWORTH SEPTIC TANK CO. 


ABRAHAM J. 


EMMERMAN, ABRAHAM J. 
EMORY PARK ROOFING CO. 
EMPIRE CONSTRUCTION CO. 
ENDURO ALUMINUM AWNINGS 
ENGLE, RALPH 


ENGLISH, 


MILLEN L. 


EPSTEIN, 
EPSTEIN, 
EPSTEIN, 
EPSTEIN, 
EPSTEIN, 


BUDDY 
ISADORE 
KENNETH 
PHILLIP 
WALTER 


ERDMAN, CHARLES E. 
ERJON CONSTRUCTION CO. 
ERMAN, WILLIAM 

ESCO, LEO 

ESCOVITCH, LEO 
ESTILL, ROBERT 

EVANS, A. B. 

EVANS, C. C. 

EVANS CONSTRUCTION CO. 
EVANS, E. E. 

EVANS, W. R. 
EVANSVILLE ROOFING CO. 
EWING, H. J. 

EZRINE, BENIAMIN B. 


PAIRBAIRN, JAMES R. 
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Waltham, Mass. 

Lisbon, Ohio 

St. Louis, Mo. 

Massillon, Ohio 

Houston, Texas 

Los Angeles, Calif. 

N. Hollywood, Calif. 
Louisville, Ky. 

Duncan & Marlow, Okla. 
Indianapolis, Ind. 
Chicago, I11l 

Dayton, Ohio 

Detroit, Mich. 
Birmingham, Mich. 
Houston, Tex. 

Louisville, Ky. 

Plymouth, Mass. 
Pittsburgh & McKees Rock, Pa. 
Cleveland, Ohio 

Saginaw, Mich. 

Toledo, Ohio 

Toledo, Ohio 

Irvington & Newark, N. J. 
Philadelphia, Pa. 
Montebello, Calif. 

Kansas City, Mo. 

Los Angeles, Calif. 
Jamaica, N. Y. 

Los Angeles, Calif. 
Houston, Tex. 

Houston, Tex. 

Knoxville, Tenn. 

Pontiac, Mich. 

North Sacramento, Calif. 
North Sacramento, Calif. 
Richmond Hill, N. Y. 
Richmond Hill, N. Y. 
Asbeville, N. C. 

Chicago, Ill. 

Chicago, Ill. 

Grand Rapids, Mich. 
Buffalo, N. Y. 

Newark & atlantic City, N. J. 
Philadelphia, Pa. 
Brooklyn & New York, N. Y. 
Brooklyn & New York, N. Y. 
Brooklyn & New York, N. Y. 
Chicago, Ill. 

Brooklyn & New York, N. Y. 
Hyattsville & Baltimore, Md. 
Brooklyn, N. Y. 

St. Louis, Mo. 

Dayton, Ohio 

Dayton, Ohio 

Beaumont, San Antonio @ Houston, Tex. 
Medford, Ore, Oakland, Calif. 
Medford, Ore. Oakland, Calif. 
Medford, Ore. 

Oakland, Calif. 

Houston, Tex. 

Evansville, Ind. 
Jacksonville, Fla. 
Alexandria, Va. 


F 
San Antonio, Tex. 


DATE ISSUED 


9-28-50 
3-31-52 
10-8-52 
8-31-51 
2-3-48 
9-7-51 
9-20-51 
5-20-47 
4-11-51 
5-12-52 
1-31-51 
6-18-40 
5-12-49 
11-10-47 
3-28-52 
4-28-52 
5-20-47 
2-12-48 


6-30-48 
1-29-52 
1-29-52 
2-28-41 


9-27-51 
1-20-51 
3-9-40 
1-5-43 
3-9-40 
5-23-51 
11-30-51 
10-25-49 
8-15-47 
9-29-49 
9-29-49 
5-28-51 
5-28-51 
1-3-49 
8-31-51 
3-22-48 
11-9-49 
9-17-48 
12-30-44 


9-26-44 
9-26-44 
9-26-44 
7-13-50 
2-13-45 
11-28-49 
11-30-51 
1-18-42 
11-20-47 
11-20-47 
5-5-52 
6-16-52 
6-16-52 
6- 16-52 
6-20-42 
1-10-51 
4-21-49 
5- 16-49 
9-27-48 


T-23-48 
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HOUSING ACT OF 1954 1919 


'SSUED NAME ADDRESS DATE ISSUED 
28-50 FAIRFIELD, SIDNEY Azuza, Calif. 4-16-52 
31-52 FARGO, EDWARD J. Detroit, Mich. 11-1-45 
8-52 FARGO, JOSEPH EDWARD Detroit, Mich. 11-1-45 
31-51 FARGOL, JOSEPH Detroit, Mich. 11-145 
~3-48 FARNELL, HAROLD Los Angeles, Calif. 5-1-52 
“1-51 FARRIS, JOHN L. Lakeside, Calif. 3-27-42 
20-51 FARVER, JOSEPH Detroit, Mich. 11-1-45 
20-47 PASSETT, L. G (JR.) Minneapolis, Minn. 9-12-44 
11-51 FAULKNER, J. H San Francisco, Calif. 1-9-41 
12-52 PAYETTEE INSULATION CO. Nicholasville, Ky. 6- 15-50 
31-51 FEATHERS, DONIVAN C. Portland, Ore. 6-30-52 b 
18-40 FEDERAL CONSTRUCTION CO. Kansas City, Mo. 2-1-49 } 
12-49 FEDERAL FUEL SAVINGS CO. Portland, Ore. 10- 18-48 i 
10-47 FEDERAL HOME MODERNIZERS Dallas, Tex. 12- 28-51 i 
28-52 FEDERAL INSULATION CO. San Antonio, Tex. 1-23-48 
28-52 FEINSILVER, ALVIN Newark, N. J. 11-22-40 
20-47 FEINSILVER, HARRY Newark, N. J. 11-22-40 
[2-48 FEINSILVER, [RWIN Newark, N. J. 11-22-40 
FELMAN, MANNY Miami, Pla. 5-19-52 
30-48 PENNER, HAROLD Kansas City, Mo. Milweukee. Wis. 11-27-42 
9-52 Mankato & Duluth, Minn. 8urlington & 
19-52 Council Bluffs, Iowa Dallas, Texas 
8-41 FENTON, JACK N. Hollywood, Hawthorre % 4-9-51 
; Inglewood, Calif. 
7-51 PERREBEE, WILLIAM H. Norfolk, Va. 1-3-46 
0-51 FERRIS, GUS DAVID Los Angeles, Calif. 8-28-41 
9-40 FIELDS, FRANK Des Moines, Iowa 11-30-50 
5-43 FIELDS, KENNETH Yakima, Wash. 12-11-41 
9-40 FILITTI, A. R. Portland, Ore. Spokane, Wash. 12-28-51 
3-51 FINANCE MORTGAGE CO. Camden, N. J. 1-26-39 
0-51 FINE, JOHN H. (JR. ) Wrentham, Mass. 2-21-46 
5-49 PINK, ALLEN (A/K/A *MR. ALLEN*) Buffalo, N. Y. 8-16-51 
5-47 FINK, NATHAN Buffalo, N. Y. 9-20-51 
9-49 : FINLEY, G. A. Lyman, S. C. 11-27-42 
9-49 FIRE DETECTIONEERING CO. Painesville, Ohio 4-16-52 
8-51 FISCHER, GEORGE E. Sheboygan, Wis. 12-19-49 
8-51 FISHER HEATING CO. St. Louis&Webster Groves, Mo. 11-8-50 
3-49 F FISHER, M. B. (*BERT*) North Hollywood, Calif. 7-20-41 
1-51 # FISHER, MARTIN N. St. Louis&Webster Groves, MO. 11-8-50 
2-48 F FISHMAN, SAM E. San Diego, Calif. 6-23-48 
9-49 : FITZGERALD, DOUGLAS (DOUG) Richmond Heights, Mo. 8- 12-49 
7-48 FITZPATRICK, FRANK E. Silver Spring, Md. 5-10-48 
0-44 FITZSIMMONS, W. H. Brockton & S. Weymouth, Mass. 5-16-51 
: FIVE STAR BURNER & APPLIANCE CO. Philadelphia, Pa. 3-29-49 
5-44 FLANAGAN PAINTING & DECORATING CO Lockeford, Calif. 1-21-53 
3-44 FLANAGAN, SAMUEL K. Lockeford, Calif. 1-21-53 
3-44 FLASNER, BEN Dayton, Ohio 6-18-40 
}- 50 FLAX, JACK E. Springfield, Mass. 11-9-50 
3- 45 FLEMING, LESTER C. Washington, D. C. 10-7-49 
3-49 ; FLETCHER, 0. D. Sebring, Fla. 4-11-42 
)-51 FLINK, EDWARD Portland, Ore. 11-22-49 
1-42 FLORIDA BUILDERS Jacksonville, Fla. 7-28-52 
~47 FLORIDA HOME IMPROVEMENT CO. Jacksonville, Fla. 6-4-48 
47 FLOWERS, LISTON Detroit, Mich. 12-14-49 
- 52 ‘ FLUNO, W. J. Portland, Ore. 6-30-52 
-52 % FLYNN, EDWARD Kansas City, Mo. 11-9-50 
52 bs FLYNT, D. F. Reading, Pa. 11-29-51 
52 j FOJTASEK, JOE Dallas, Tex. 7-11-47 
- 42 ¢ FORD, DAVID R. Portland, Ore. 11-21-51 
ie FOREMAN, CURTIS M. (CURT or KURT) Los Angeles, Calif. San Antonio, T=x. 6-12-51 
“51 z FOREMAN, J. M. Milwaukee, Wis. 8-30-40 
749 Ps FORSHLAGER, SAMUEL A. Baltimore, Md. 4-21-41 
“49 : FOX, DAVID Syracuse, N. Y. 3-8-40 
“48 é FRANCIS, JESSIE MAE Meridian,Glen Rose & Walnut Springs, Tex. 3-10-49 
FRANKS, W. F. Dayton & Cleveland, Ohio H-20- 47 
-48 5 FREDERICK, GEDRGE R. Plainfield & New Albany, Ind. 2-13-45 
13 





1920 HOUSING ACT OF 1954 


NAME ADDRESS DATE ISSUED AME 
FREDERICKS, JOHN Detroit, Mich. 124-52 GILGOF 
PREDERICKS, 5S. Brooklyn, N. Y. 1-14-48 
FREEBORN, M. V. Shinglehouse, Pa. 9-19-47 GILGOF 
FREED, AL Wilmington, Calif. 10-13-47 
FREEMAN, |.. Chicago, 111. 1+31-51 GILLE! 
FREEMAN, JOHN ¥. Laguna Beach, Calif. 3-6-4) GILLI 
FRIEDMAN, BERNARD E. Philadelphia, Pa. 6-27-50 GILMO! 
FRIEDMAN, HYMAN Pittsburgh, Pa. 5- 1-43 GINSBI 
FRIEDMAN, MURRAY New York, N. Y. 4-68-42 GINSBI 
FULLER-BURKE CO. New Bedford, Mass. 1-17-46 GION, 
FULLER, JOHN H. New Bedford, Mass. Newark, N. J. 1-17-46 GIRAT 
FULMER, GLENN Newton, Iowa 4-12-49 GITT. 
FURLOUGH, WILLIE J. Dallas, Tex. 12-28-51 GLANZ 
*FURNITURE EXCHANGE® Portland, Ore. 6-30-52 GLASC 
G GLASS 
G. I. CONTRACTING CO. St. Louis, Mo. 1-21-49 
G. & M HEATING & OIL BURNER SERVICE GLEZE 
co. Newark, N. J. 12-71-50 aia 
GALEA, HYMAN Los Angeles & Alhambra, Calif. 6-29-51 GLOBE 
GALLAGHER, GEDRGE C. Oakland & San Francisco, Calif. 1-31-47 GOETI 
Portland, Ore. GOFF’ 
GALLAGHER, JOHN V. Pittsburgh, Pa. 1-16-47 GOFF’ 
GALLO, LOU Mt. Vernon, N. Y. 4-20-50 GOGN 
GALLON, LOUIS L. Mt. Vernon, N. Y. 4-20-50 GOLD 
GALT, PHILLIP E. Chicago, 111. 1-23-42 GOL 
a Pittsburgh & McKees Rock, Pa. 2-12-48 GOLD 
Cleveland, Ohio GOLD 
GANS, L. B. Los Angeles, Calif. 10-1-51 GOLD 
GARD, EUGENE Chicago, Ill. 2-16-50 GOLD 
c Los Angeles, Calif. 4-16-52 GOLD 
GARFIELD CONSTRUCTION CO. Nutley, Jersey City & Wood-Ridge, N. J. 4-21-50 GOLD 
GARFIELD, REUBEN (RUBIN), J. Nutley, Jersey City & Wood-Ridge, N. J. 4-21-50 GOLL 
GARFIELD, REUBEN Atlanta, Ga. 4-30-51 GOLD 
GARLAND LUMBER CO. Pembina, N. D. 8-29-50 COLE 
GARLAND, THOMAS Pembina, N. D. 8-29-50 GOLL 
GARNER, (BENJAMIN) Newark & Irvington, N. J. 11-22-40 GOME 
GARNEY, GEORGE Baltimore, Md. 4-28-52 GON: 
GARRITY, JAMES Toledo, Ohio 1-3-52 GON: 
GARRITY SALES CO. Toledo, Ohio 1-3-52 GOOK 
GARY CONSTRUCTION CO. Bronx & New York, N. Y. 11-29-51 G00 
GAYLORD, ALBERT Van Nuys, Calif. 4-17-52 God! 
GECKER, MILTON Louisville, Ky. Portsmouth, Ohio 1-21-47 G00 
GENERAL ALUMINUM SALES CO. Freeport, L. I., N. ¥. 2-28-51 G00 
Hempstead, L. I., N. ¥. G00 
CONSTRUCTION INDUSTRIES 
OF AMERICA Los Angeles, Calif. 4-17-52 
GENERAL HEATING & APPLIANCE CO. Los Angeles, Calif. 2-27-48 GOR 
GENERAL HEATING & CONTRACTING CO. New York, N. Y. 1-31-49 GOR 
GENERAL MAINTENANCE CORP. Union City & E. Rutherford, N. J. 12-28-51 GOR 
GENERAL ROOFING & PAINT CO. Tulsa, Okla. 2-29-52 on 
GENERAL SALES & APPLIANCE CO. Norwich, Conn. 1-8-49 on 
GEORGE, RAYMOND L. Grinnell, Iowa 12-12-44 wn 
GEORGE, ROBERT Los Angeles, Calif. 6-29-51 wo 
GERGLEY, ANDY Steubenville, Ohio 2-27-46 ay 
GIBOUT, FRANCIS C. Salt Lake City, Utah 12-17-51 mi 
GIBRALTAR BUILDERS, INC. Los Angeles, Calif. 3-30-51 
GIBSON CONSTRUCTION CO. Boonton, N. J. 2-8-50 z 
GIBSON, JOSEPH R. Boonton, N. J. 2-8-50 oR 
GIBSON, ROLLIE JACK Flint, Mich. 10-28-46 @ 
GIGANTI, GEORGE Brooklyn, N. Y. 5-12-47 e 
GILBANK, KENNETH Yakima, Wash. 12-11-41 o 
GILBERSON, WILLIAM P. St. Louis, Mo. 3-31-52 = 
GILBERT, J. Toledo, Ohio 6-17-48 
GILBERT, JOE W. Pensacola, Fla. 6-30-52 oR 
GILBERT, MORTON Dallas, Tex. 12-28-51 
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; ISSUED 


2-4-52 
14-48 
“19-47 
13-47 
"31-51 
-6-4] 
"27-50 
- 1-43 
6-42 
17-46 
17-46 
12-49 
28-51 
30-52 


21-49 


}~ 7-50 
29-51 
31-47 


16-47 
20-50 
20-50 
23-42 
12-48 


1-51 
16-50 
16-52 
21-50 
21-50 
30-51 
29-50 
29-50 
22-40 
28-52 
3-52 
‘3-52 
19-51 

[7-52 
11-47 

8-51 


7-52 
7-48 
1-49 
8-51 
9-52 
8-49 
2-44 
9-51 
7-46 
7-51 
0-51 
8-50 
B-50 
B- 46 
2-47 
1-41 
1-52 
1-48 
)-52 
3-51 


, THOMAS 
GOTTLIEB, ALFRED (AL) 
GOULD, HAROLD 
GRABER, MURRAY 
GRAFFORT, GEORGE M. 
GRAHAM, GEORGE 
GRANT, ALLEN 
GRANT, WILLIAM T. 
GRAY, R. 


GRAYER, ALBERT 

GREAT LAKES HEATING AND AIR 
CONDITIONING COMPANY 

GREBEUER, HARRY A. 


44750 O—54—pt. 3 —40 


HOUSING ACT OF 1954 


1921 


ADDRESS DATE ISSUED 
&. Boston, Somerville, Lawrence & 2-3-48 
North Adams, Mass. 
E. Boston, Somerville, Lawrence & 2-3-48 
North Adams, Mass. 
Brooklyn, N. Y. 11-1-46 
Hayti, Mo. 10-27-39 
Erie, Pa. 12-18-44 
Union City, N. J. Bronx, N. Y. 1-26-51 
Cleveland, Ohio 3-6-46 
Palo Alto & San Jose, Calif. 1-25-41 
Jersey City, N. J. 6-15-49 
Atlantic City, N. J. 3-25-52 
Los Angeles, Calif. 10-1-51 
Evansville, Ind. 4-21-49 
Salina, Kan. 3-10-52 
Salina, Kan. Oklahoma City, Okla. 3-10-52 
Denver, Colo. 
Cleveland, Ohio 2-3-48 
Los Angeles, Calif. 8-11-50 
Newark, N. J. 8-24-50 
Los Angeles, Calif. 9-20-51 
Levittown, L. I., N. Y. 8-30-50 
Levittown, L. I., N. Y. 8-30-50 
Waltham, Mass. 9-28-50 
Cleveland, Ohio 10-10-47 
Toledo, Ohio 3-1-40 
Chicago, Ill. 12-28-51 
Miami, Pla. 6-17-42 
Pittsburgh, Pa. 2-18-46 
Miami, Pla. 6-17-42 
Minneapoiis, Minn. 5-17-52 
Chicago, Ill. 12-28-51 
Miami, Pla. 6-17-42 
Miami, Fla. 6-17-42 
Los Angeles, Calif. 4-17-52 
Chicago, Ill. 2-27-43 
Louisville, Ky. Jeffersonville, Ind. 1-12-50 
San Antonio, Tex. 12-9-49 
San Antonio, Tex. 12-9-49 
Bronx, N. ¥. 5-17-48 
Salt Lake City, Utah 8-16-51 
Buffalo, N. Y. 8-15-45 
Iowa Falls & Mason City, Ia. 12-9-52 
Santa Monica, Calif. 1-12-42 
Jonesboro, Ark. 6-29-51 
Jonesboro, Ark. 4-11-51 
Little Rock, Ark. 11-1-50 
Los Angeles, Calif. 12-29-41 
Montgomery, Ala. 10-25-49 
E. Boston, Somerville, Lawrence & 2-3-48 
North Adams, Mass. 
Los Angeles, Calif. 9-6-51 
Johnstown, Pa. 7-18-50 
Detroit, Mich. 5-20-52 
Atlanta, Ga. 4-30-51 
Bronx, N, Y. 10-29-48 
Oakland, Calif. 8-28-46 
Houston, Tex. 2-3-49 
Brooklyn & New York, N. Y. 9-26-44 
Los Angeles, Calif. 9-6-51 
Portland, Ore. Helena & Missoula, Mont. 2-29-52 
Great Falls, Mont. 2-21-50 
Brooklyn, N. Y. 3-8-45 
Chicago, Ill. 10-24-51 
Tucson, Ariz. 7-31-40 
15 








HARMON, HIERO H. 


HARPER HEATING & IMPROVEMENT CO. 


HARRELL, J. E. 
16 


HOUSING ACT OF 1954 


Salt Lake City, Utah 

New Bedford, Mass. 
Birmingham & Tuscaloosa, Ala. 
Williston Park, L.I., N. Y. 
Wilmington, Calif. 
Williston Park, L.I., N. Y. 
Utah & Colo. 

Utah & Colo. 

Williston Park, L.I., N. Y. 
Pittsburgh, Pa. 

Knoxville, Tenn. 

Des Moines, Iowa 

McComb, Miss. 

Burbank, Calif. 

Los Angeles, Calif. 

Los Angeles, Calif. 
Belleville, N. J. New York, N. Y. 
Birmingham & Tuscaloosa, Ala. 
Arlington, Va. 

Portland, Ore. 

San Antonio, Tex. 

San Antonio, Tex. 

San Antonio, Tex. 

St. Joseph, Mo. 

Baltimore, Md. 

Baltimore, Md. 

Chicago, Ill. 

Portland, Ore. 

Portland, Ore. 

Cleveland, Ohio 


Los Angeles, Calif. 
Spencer, Ia. Worthington, Minn. 
Brockton, Mass. 
Miami, Fla. 

Oil City, Pa. 
Washington, D. C. 
Pittsburgh, Pa. 

N. Hollywood, Calif. 
Miami, Fla. 

Omaha, Neb. 

Tampa, Fla. 

San Antonio, Tex. 
San Antonio, Tex. 
Rochester, N. Y. 
St. Louis, Mo. 
Norfolk, Va. 
Detroit, Mich 

Los Angeles, Calif. 
Houston, Tex. 
Hollywood, Calif. 
Houston, Tex. 


Mobile, Ala. Biloxi & Meridian, Miss. 


Palo Alto & San Jose, Calif. 
Portland, Ore. 

Portland, Ore. Spokane, Wash. 
Nashville & Chattanooga, Tenn. 
Nashville & Chattanooga, Tenn. 
Reading, Pa. 

Reading, Pa. 

Stockton, Calif. 

San Antonio, Tex. 

Gardena, Calif. 

Detreit, Mich. 

Memphis, Tenn. 


DATE ISSUED 


12-17-51 
1-6-47 
1-6-49 

8-10-50 
10-13-47 
8-10-50 
3-7-40 
3-71-40 
8-10-50 
2-21-46 
1-10-42 
8-10-51 
9-11-47 
9-6-51 
3-23-42 
5-31-50 
6-21-45 
1-6-49 
3-10-49 
11-30-51 
1-28-53 
1-28-53 
1-28-53 
5-27-41 
1-16-51 
1-16-51 
12-28-51 
5-12-48 
5-12-48 
3-6-46 


3-30-51 
4-29-52 
5-27-47 
2-11-52 
1-8-42 
8-26-52 
2-21-46 
11-21-51 
2-11-52 
3-11-49 
1-18-52 
11-28-52 
9-28-51 
2-21-50 
5-9-42 
1-3-46 
2-13-45 
10-30-47 
12-24-47 
1-4-52 
2-3-49 
8- 28-50 
7-25-41 
11-30-51 
11-30-51 
3-11-48 
3-11-48 
11-29-51 
11-29-51 
10-3- 46 
7-23-52 
11-17-47 
8-9-51 
10-24-50 








NAME 

HARRINC 
HARRINC 
HARRING 
HARRIS, 


A 
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ISSUED 


2-17-5) 
1-6-47 
1-6-49 

8-10-50 

0-13-47 

8-10-50 
3-7-40 
3-71-40 

B-10-50 

2-21-46 

1-10-42 

B- 10-51 

11-47 

9-6-5) 

3-23-42 

}-31-50 

}~21-45 

1-6-49 

10-49 

+ 30-51 

'~ 28-53 

+ 28-53 

-28-53 

~ 27-41 

-16-51 

~16-51 

- 28-51 

~ 12-48 

~ 12-48 

3-6-46 


~30-51 
“29-52 
~27-41 
~11-52 
1-8-42 
26-52 
-21-46 
-21-51 
-11-52 
11-49 
“18-52 
-28-52 
-28-51 
*21- 50 
5-9-42 
1-3-46 
13-45 
30-47 
“24-47 
L-4-52 
t= 3-49 


‘25-41 
*30-51 
“30-51 
-11-48 
11-48 
29-51 
29-51 
- 3-46 
23-52 
17-47 
9-51 
24-50 





HOUSING ACT OF 1954 


HARRINGTON BROTHERS & CO. 
HARRINGTON, MICHAEL 
HARRINGTON, WILLIAM 
HARRIS, GEORGE 

HARRIS, HARRY 

HARRIS, JOSEPH 

HARRIS, JOSEPH & SONS, INC. 
HARRISON, LEON A. 
HARRISON, S. W. 

HARROW, JACKSON 

HART, CHARLES 

HART, LSONARD 

HARTLAUF CONSTRUCTION CO. 
HARTLAUF, JOSEPH MILTON 
HARWOOD, IRVING P. 


HARWOOD, JACK (P) 
HAUETER, H. 

HAWKEYE FURNACE CO. 
HAWKINS, EDWARD C. 
HAWLEY, GEDRGE A. 

HAYDEN, CHARLES 

HAYDEN, JACK 

HAYDEN & SON PLUMBING CO. 
HAYEN, M. 

HAYES, J. ROBERT 

HAYES, ALBERT A. 

HAYNES, GERALD F. 

HAYNES, J. W. 

HEAD, PHILIP CONSTRUCTION CO. 
HEALY, JAMES 

HEAT & REFRIGERATION CORP. 
HEBERT, MOZA 

HECHTMAN, JAMES (JIM) 
HECKMAN, PAUL 

HEIGHTON, ALLEN 
HEINEMANN, F. M. 

HELLER, BUGENE J. 
HEMPHILL, GEORGE 
HENDISON, JACK 

HERARD, T. F. 

HERRERA, J. FP. 

HERWALD, PAUL 

HERWECK, H. 


HERWECK'S PAINT & WALL PAPER CO. 


HESSELER, CATHERINE ALICE 
HESTER, A. E. 
HEWITT, HENRY W. 
HEWITT, HENRY W. 
HEWITT, WILLIAM 
HEUNAMAN, JOHN 
HEVENER, MAJOR PAUL 
HICKS, HOWARD J. 
HIGGINS, D. E. 
HILL, JOHN 

HILL, W. 

HILLEY, J. D. 
HINTON, J. J. 
HIRSCH, ALFRED 
HIRSCHBEIN, ALFRED 
HITCHNER, FRANK C. 
HOAR, ARNOLD 
HOBACK, M. F. (JR. ) 
HOBACK, M. PF. (SR.) 
HOBACK, M. F. FURNACE CO. 
HOFF, C. W. 


Boston, Mass. 

Boston, Mass. 

Boston, Mass. 

Norfolk, Va. 

Rockaway, N. J. 

Rockaway, N. J. 

Rockaway, N. J. 

Montclair N. J. 

Miami, Pla. 

Los Angeles, Calif. 
Bowling Green & Perryburg, Ohio 
Portland, Ore. 

Louisville, Ky. 

Louisvilie, Ky. 
Louisville, Ky. Chicago, I11. 
Houston, Tex. 

Chicago, Ill. Houston, Tex. 
N. Hollywood, Calif. 

Towa Falls, Ia. 

Chelsea, Mass. 

Syracuse & Watertown, N. Y. 
Indianapolis, Ind. 

El Monte, Calif. 
Indianapolis, Ind. 

Miami, Fla. 

Portland, Ore. Spokane, Wash. 
Tucson, Ariz. 

Medford, Ore. 

Knoxville, Tenn. 

Miami, Fla. 

Hillside, N. J. 

Brooklyn, N. ¥. 

Biloxi, Miss. 

Des Moines, Ia. 

Buffalo, N. Y. 

Lexington, Mass. 

Flint, Mich. 

Pennsauken, N. J. 

Los Angeles, Calif. 

Los Angeles, Calif. 

San Antonio a Houston, Tex. 
Los Angeles, Calif. 
Columbus, Ohio 

San Antonio, Tex. 

San Antonio, Tex. 
Louisville, Ky. 

Lytle, Tex. 

Valley Stream, L. I., N. Y. 
Woodmere, L. I., N. Y. 
Detroit, Mich. 

Rockaway & Newark, N. J. 
Laguna Beach, Calif. 
Massillon, Ohio 

Buffalo, N. Y. 

Jonesboro. Ark. 

Portland, Ore. 

Atlanta, Ga. 

Oakland, Calif. 
Pittsburgh, Pa. 
Pittsburgh, Pa. 

Camden, N. J. 

S. Portland, Me. 
Indianapolis, Ind. 
Indianapolis, Ind. 
Indianapolis, Ind. 

San Antonio, Tex. 


1923 
DATE ISSUED 


9-29-48 
9-29-48 
9-29-48 
1-16-45 
6-24-44 
6-24-44 
6-24-44 
8-11-45 
8-26-52 
3-2-49 
7-6-41 
11-17-41 
1-12-50 
1-12-50 
5-20-47 


1-31-51 
1-26-51 
12-9-52 
5-20-48 

11-16-42 
4-21-50 
3-23-42 
4-21-50 
2-11-52 

10-29-51 
1-31-40 

10-25-49 
8-13-47 
6-17-42 
3-22-41 
6-27-50 
7-21-50 
4-16-52 

11-15-51 

12-23-41 
1-27-49 
6-9-52 
9-7-51 
11-7-50 
3-9-42 
4-16-52 
1-18-52 
3-7-40 
3-7-40 
9- 14-50 
5-6-42 
9-9-48 
2-2-50 
9-29-50 
6-24-44 
3-6-41 
8-31-51 
7-15-47 
6-29-51 
12-3-41 
1-17-41 
1-10-42 
11-29-45 
11-29-45 
1-26-39 
1-8-48 
4-1-48 
4-1-48 
4-1-48 
11-28-52 
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HOPKINS COMPANY (THE) 


HOUSING ACT OF 1954 


ADDRESS DATE ISSUED 
Buffaio, N. Y. 11-13-46 
Los Angeles, Calif. 4-22-49 
Los Angeles, Calif. 4-22-49 
Miami, Pla. 6-17-42 
Appleton, Wis. 4-9-5) 
Dallas, Tex. 9-24-40 
E. Detroit, Mich. 1-29-52 
Richmond Hill, N. Y. 5-28-51 
Texarkana, Ark. 2-28-51 
Houston, Tex. 8-10-50 
Texarkana, Ark. 2-28-51 
Houston, Tex. 8- 10-50 
Portland, Ore. 6-30-52 
Cuddy, Pa. 9-27-48 
Richmond Hill, N. Y. 5-28-51 
Brockton & §. Weymouth. Mass. 5-16-51 
Cranston, R. I. 2-26-48 
Des Moines, Ia. 4-17-52 
Georgetown, Ohio 3-29-49 
Indianapolis, Ind. 4-13-51 
Levittown, L. I., N. Y. 8-30-50 
Houston, Tex. 11-12-48 
Birmingham, Ala. 12-29-48 
Muskogee, Okla. 5-10-48 
Duncan & Marlow, Okla. 4-11-51 
Lake Charles, La. 11-7-50 
Jeffersonville, Ind. Louisville, Ky. 2-8-50 
Tulsa, Okla. 2-15-50 
Mt. Vernon, Cairo, Ill. 10-21-48 
Long Beach, Calif. 11-21-51 
Long Beach, Calif. 11-21-51 
.Los Angeles & North Hollywood, Calif. 6-2-50 
Brookline, Mass. 1-3-49 
San Diego, Calif. 6-23-48 
Dallas, Tex. 12-28-51 
San Diego, Calif. 6-23-48 
Tuscaloosa & Bessemer, Ala. 7-25-50 
Atlanta, Ga. 

Indianapolis, Ind. 5-23-52 
Washington, D. C. Syracuse, New York 9-26-52 
Washington, D. C. syracuse, N. Y. 8-26-52 
West Haven, Conn. 11-19-48 
Newark, N. J. 8-29-42 
San Diego, Calif. 5-11-42 
Seattle, Wash. 11-28-52 
Philadelphia, Pa. 6-23-49 
Greenville, S. C. 2-29-52 
Greenville, S. C. 2-29-52 
Hyattsville & Mt. Rainier, Md. 3-5-46 
San Antonio, Tex. 7-13-51 
Sapulpa, Okla. 12-7-49 
San Pedro, Calif. 2-27-48 
San Pedro, Calif. 2-27-48 
LaCrosse, Wis. 2-14-49 
Grinnell, Iowa 12-12-44 
Dorchester, Mass. 4-21-50 
Newark, N. J. 5-26-42 
Los Angeles, Calif. 6-12-51 
North Bergen, N. J. 5-5-49 
Tuskegee, Ala. 8-20-52 
San Jose, Calif. 9-6-51 
Rigby, Idaho 12-3-41 
Los Angeles, Calif. 4-3-4) 
E. Orange, N. J. 10-28-48 
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23533 3a 000 2ecr 


a — lant 
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= ISSUED 


[1-13-46 
4-22-49 
4-22-49 
6-17-42 

4-9-5) 
9-24-40 
7-29-52 
5-28-51 

2-28-51 
8-10-50 
2-28-51 
8- 10-50 
6-30-52 
9-27-48 
5-28-51 

5-16-51 

2-26-48 

4-17-52 

3-29-49 

4-13-51 
8-30-50 
1-12-48 

2- 29-48 

5-10-48 

4-11-51 
11-7-50 

2-8-50 

2-15-50 

0-21-48 


1-21-51 








HOUSING ACT OF 1954 


INSULATION & APPLLANCE co. 
INSULATION CO. OF NEW ENGLAND, INC. 
INTERCHANGE WINDOW CO. 
INTERNATIONAL HEATING CO. 
INTERNATIONAL INSULATION CO. 


10WA HOME IMPROVEMENT CO 

TROM, JOSEPH 

IRONS, BUD H. 

ISENBERG, MAX (MARK, MACK, MICHAEL) 
ISIDE, A. R. 

ISLAND ASPHALT ROOFING CO. (THE) 
J & R BUILDERS 

J & R PLUMBING & HEATING CO. 
JACKS, FRANK 

JACKSON CONSTRUCTION CO 
JACKSON, HARRY 


JASON, CHARLES 

JAY-JAY HOME APPLIANCE CO. 
JAY-JAY HOME IMPROVEMENT CO. 
JED'S HEATING & SUPPLY CO. 
JEFF HEATING CO. 

JENETT (JENET) ABE 

JENETT (JENET) ADELINE 


Steubenville, Ohio 
Medford, Ore. 
Indiana, Pa. 


Topeka, Kan. 
Covington, Ohio 
Covington, Ohio 
Gary, Ind. 
Jamaica, N. Y. 
Chicago, 111. 
Hattiesburg, Miss. 


Norwalk, Conn. White Plains, N. Y. 


Bay City, Mich. 
Cleveland, Ohio 
Boise, Idaho 
Cambridge, Mass. 
Pittsburgh, Pa. 
Atlanta, Ga. 
Des Moines, Iowa 
Des Moines, Iowa 
Brooklyn, N. Y. 
Seattle, Wash. 
Irvington, N. J. 
Brooklyn, N. Y. 
Coram, N. Y. 


Jj 


Columbus, Ohio 
Philadelphia, Pa. 
Chicago, I11. 
Detroit, Mich. 
Cincinnati, Ohio 
San Antonio, Tex. 


Cincinnati, Ohio 
Los Angeles, Calif. 
Los Angeles, Calif. 
Detroit, Mich. 
Tacoma, Wash. 
Brooklyn, N. Y. 
Los Angeles, Calif. 
Atlanta, Ga. 
Chicago, I1l. 
Tallahassee, Fla. 
Miami, Pla. Los Angeles, Calif. 
Philadelphia, Pa. 

Philadelphia, Pa. 

Sturgis, Mich. 

Rochester, N. Y. 

Pittsburgh, Pa. 

Pittsburgh, Pa 

Houston, Tex. 

Brooklyn, N. Y. 

Dallas, Tex. 

Little Rock, Ark. 

Vancouver, Wash. 

W. Palm Beach, Fla. 

Stockton, Calif. 


Miami, Fla, 
Helena, Mont. 


1925 


DATE ISSUED 


8-31-49 

9- 1-48 
11-4-48 
11-4-48 
9-26-44 
9-26-44 


6-16-52 
10-25-49 
12-15-49 


3-3+48 
1-71-48 
1-7-48 
2-2-42 
7-27-51 
12-28-51 
6-30-48 
12-11-51 
6-29-48 
3-10-48 
5-23-47 
6-30-52 
10-13-48 
11-14-50 
4-12-49 
11-30-50 
4-8-42 
1-21-53 
2-28-41 
3-20-42 
8-11-50 


5-29-52 
11-29-51 
11-29-45 

11-1-45 

9-11-50 
11-28-52 


9-11-50 
3-18-42 
8-9-40 
7-14-50 
12-9-52 
3-20-42 
4-16-52 
4-17-52 
1-31-51 
4-4-52 
3-18-42 
6-27-50 
6-27-50 
10-17-52 
2-21-50 
10-13-48 
10- 13-48 
3-5-43 
5-12-47 
12-28-51 
8-20-52 
12-11-41 
12-28-51 
8-8-41 
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1926 HOUSING ACT OF 1954 


W. Palm Beach, Fla. 
Little Rock, Ark. 
Newark, N. J. 
Camden, N. J. 
Fortland, Ore. 
Birmingham, Ala. 

W. Palm Beach, Fla. 


Jacksonville, Fla. Brockton, Mass. 


Providence, R. I. 
Clawson, Mich. 
Montgomery, Ala. 
Montgomery, Ala. 
Central Valley, Calif. 
St. Louis, Mo. 
Canonsburg, Pa. 
New Hartford, N. Y. 
Los Angeles, Calif. 
Canonsburg, Pa. 
Jasper, Tex. 
Jackson, Tenn. 
Detroit, Mich. 

St. Louis, Mo. 
Washington, D. C. 
Milwaukee, Wis. 


Pottsville, Pa. 

Chicago, Ill. 

Chicago, I11. Houston, Tex. 
Chicago, I1l. 

Lidgerwood, N. D. 

Los Angeles, Calif. 
Lidgerwood, N. D. 

Lidgerwood, N. D. 

Cambridge, Mass. 

New Britain, Conn. 

Newark, N 

Norwich, Conn. 

Chicago, Ill. Houston, Tex. 
Norwich, Conn. 

Brooklyn, N. Y. 

W. Los Angeles, Calif. 
Brooklyn, N. Y. 

Brooklyn, N. Y. 

Los Angeles, Calif. 

Omaha, Neb. 

¥. Hempstead & Flushing, ae 
Pairfield, Conn. 

W. Hempstead & Flushing, N. Y. 
Pairfield, Conn. 

Flushing, N. Y. 

Brooklyn, N. Y. 

Newark, N. 

St. Clair Shores & Detroit, Mich. 
St. Clair Shores & Detroit, Mich. 
Los Angeles, Calif. 


McKeesport, Pa. 
Staten Island, N. Y. 
Chicago, Ill. 
Dallas, Tex. 
Chicago, Ill. 
Newark, N. J. 
Charleston, W. Va. 


DATE ISSUED 


12-28-5) 
8-20-52 
12-26-39 
6-22-46 
3-25-52 
11-5-4) 
12-28-5} 
1-23-52 


5-10-45 
11- 1-50 
11- 1-50 
12-10-48 
8- 26-52 
9- 1-48 
4-8-52 
10-30-47 
9 1-48 
1-12-51 
12-30-41 
12-19-52 
8-26-52 
10-7-49 
6-2-50 


2-25-41 
9-30-47 
1-31-51 
2-22-45 
6-30-50 
2-27-48 
6-30-50 
6-30-50 
5-10-51 
8-28-39 
10-5-39 
12-22-48 
1-31-51 
12-22-48 
5-11-48 
11-21-51 
5-11-48 
5-11-48 
4-22-49 
3-11-49 
‘1-26-45 


7-26-45 


7-20-51 
4-8-42 
8-25-41 
1-28-47 
1-28-47 
2-28-51 
11-14-50 
9-10-52 
11-14-50 
3-20-45 
11-30-51 
1-6-49 
9-24-40 
1-6-49 
7-9-42 
3-25-48 
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a 
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| ISsuED 


2- 28-5) 
8-20-52 
2-26-39 
5-22-46 
3-25-52 
11-5-4) 
2- 28-5) 
1~ 23-52 


5 10-45 
M- 1-50 
|1- 1-50 
- 10-48 
}~ 26-52 
9- 1-48 
4-8-52 
-30-47 
9 1-48 
~12-51 
~ 30-47 
~ 19-52 
~ 26-52 
0-71-49 
6-2-50 


25-47 
30-47 
31-51 
22-45 
30-50 
27-48 
30-50 
30-50 
10-51 
28- 39 
~5-39 
22-48 
31-51 
22-48 
11-48 
21-51 
11-48 
11-48 
22-49 
11-49 
26-45 


6-45 


10-51 
‘8-42 
5-41 
8-47 
8-47 
8-51 
4-50 
0-52 
4-50 
0-45 
0-51 
5-49 
t-40 
3-49 
~42 
48 





HOUSING ACT OF 1954 


JAMES E. (PETE) 
KENNETH, H. S. COMPANY 
KENTLEY, EDWIN D. 

KENYON, HENRY 

KERN, JOHN H. 

KERNOHAN, JOHN L. 

KERWIN, S. H. (SOL) 
KIDD, BUFORD 

KILLEN, ALBERT L. 
KILLINGSWORTH, 0. E. 
KINCANNON, ROSS 

KING, A. J. 

KING, A. J. CONTRACTING CO. 
KING, CORWIN 

KING, GILBERT A. 

KING, GILBERT COMPANY 
KING, JOHN MARVIN 

KING, PAUL J. 

KING, R. F. 

KING ROOFING & SIDING CO. 
KING SPECIALTY COMPANY 
KLAHR, MAX 

KLEIN, JACK 

KLEIN, JACK 

KLEPSER, HENRY W. 

KLINE, BESSIE R. (MRS. PAUL C.) 
KLINE, PAUL C. 

KNOCHE, DALE E. 

KNOWLES, ROBERT E. 
KOBIN, E. 

KOBY, ISADORE (JACK) 
KOCH, HENRY A. 

KOEHLER, B. B. 

KOERNER, H. A. & ASSOCIATES 
KOHL, W. R. 

KOHNER, C. J. 

KOHNER HOME IMPROVEMENT CO. 
KOLB, SAM 

KORBER, STANLEY 

KORMAN, FRED 

KOSNETT, LOUIS 

KRAMER, GEORGE 

KRAMER, JOHN PAUL 
KRASNER, ROBERT 

KRISS, MORTON A. 
KRULESKI, JACK C. 

KUHNS, VINCENT I. 
KURLANDER, LEONARD 
KURTZ, SIDNEY 

KUSHNER, HARRY 

KUSHNER, RALPH 


KUSHNER, RALPH CONSTRUCTION CO. 


KUTCHINSKY, FRED 


S 


ADDRESS DATE ISSUED 

Charleston, W. Va. 3-25-48 

Irvington, N. J. 3-11-40 

Charleston, W. Va. 3-25-48 

North Hollywood & Los Angeles, Calif. 6-2-50 

Toledo, Ohio 11-6-47 

Taunton, & Pall River, Mass. 2-13-40 
Union City & £. Rutherford, N. J. 12-28-51 

East Orange, N. J. 7-29-46 
Fort Wayne, Ind. 1-22-47 
Fort Wayne, Ind. 1-22-47 
Portland, Ore. 1-27-50 
Oakland, Calif. 12-14-49 
Oakland, Calif. 12-14-49 
Birmingham & Tuscaloosa, Ala. 1-6-49 
Cleveland, Ohio 1-3-49 
Malden, Mass. Washington, D. C. 11-22-46 
Montclair, N. J. 4-23-48 
Arcadia, Ind. 11-15-41 

Chicago, I1l. 7-9-40 
Chicago, Ill. Atlanta, Ga. 1-23-42 
Charlotte, N. C. 10-9- 42 
Buffalo, N. Y. 11-30-45 
Goodwater & Alexander City, Ala. 8-17-50 
Tulsa, Okla, 2-29-52 
St. Louis, Mo. 7-21-49 
St. Louis, Mo. 7-21-49 
Yakima, Wash. 12-11-41 
New Orleans, La. 1-3-49 
New Orleans, La. 1-3-49 
E. St. Louis, I11. 2-28-51 
New York, Brooklyn & Eureka, N. Y. 1-23-45 
Houston, Tex. 5-21-42 
E. St. Louis, I11. 2-28-51 
New York, N. Y. 1-23-45 
Evansville, Ind. st. Louis, Mo. 7-25-50 
Jonesboro, Ark. 6-29-51 
Minneapolis, Minn. 5-7-52 
Neptune, N, J. 4-8-42 
Buffalo, N. Y. 8-16-51 
Buffalo, N. Y. 8-16-51 
Georgetown, Ohio 3-29-49 
Columbus & Payton, Ohio 2-71-47 
Kansas City, Mo. 2-1-49 
Fort Wayne, Ind. 3-14-49 
Kansas City, Mo. 9-20-51 
Los Angeles, Calif. 4-16-51 
Milwaukee, Wis. 10-9-39 
Paterson, N. J. 1-30-42 
Gardena, Calif. 10-8-52 
Gardena, Calif. 10-8-52 
Newark & Atlanta City, N. J. Philadelphia,Pa. 7-19-40 
Brooklyn, N. Y. 5-12-47 
Des Moines, Iowa 11-15-51 
Irvington, N. J. 3-11-40 
New York, N. Y. 10-19-39 
Chicago, Ill. Gary, Ind. 10-30-41 
Bogota, N. J. 9-12-44 
Youngstown, Ohio Boston, Mass. 2-29-52 
Union City & B. Rutherford, N. J. 12-28-51 
Columbus, Ohio 11-23-51 
Oil City, Pa. 12-22-48 
Butler, Pa, 4-20-50 
New York, N. Y. 10-9-44 
Wilmington, Calif. 10-13-47 
Wilmington, Calif. 10-13-47 
Bayonne, N. J. 10-31-46 
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L & R CONSTRUCTION CO. 
LACHER, RICHARD 
LACKEY, WILLIAM 
LACLEDE COMPANY (THE) 
LaCOCK, HENRY M. 
LaFLEUR, GEORGE 
LaFLEUR IMPROVEMENT ©). 
LaFONTAINE, JOSEPH R. 
LAKE, C. E. 


LAKE, C. E. MODERNIZING CO. 


LAKE, DAVID 
LAKEWOOD HOME MODERNIZERS 
LALLOR, (LOLLOR) J. B. 
LALLOR, JAMES B. 
LANCE, ROY J. 
LANG, A. P. 
LANG, JOHN A. 
LANG, ROBERS H. 
LANGNER, BERT 
LANGSAM, HYMAN W. 
. (LANGSEN) MORTON 
LANGSER, (LANGSEN) WILLIAM 


wo 
wo 


HOUSING ACT OF 1954 


L 


Cleveland, Ohio 

W. Terre Haute, Ind 
Plattsburg, N. Y. 

St. Louis, Mo. 

Los Angeles, Calif. 
Chicago, Ill. 

Chicago, I11. 

Rochester, N. Y. 

Houlton, Me. 

Houlton, Me. 

Boise, Idaho 

Lakewood, N. J. 

Tampa, Fla. 

Colchester, Conn. 
Birmingham, Ala. 

Houston, Tex. 

Brooklyn & New York, N. Y. 
Homestead. Pa. 

Phoenix, Ariz. 

Los Angeles, Calif. 
Newark, N. J. 

Newark, NJ. 
Philadelphia. Pa. 

St. Louis. Mo 

St. Louis, Mo. 

Schuyler Lake & New Hartford, N. Y. 
Queens Village, L.I., N. Y.. 
Houston, Tex. 
Philadelphia, Pa. 
Rhinelander, Wis. 

Kansas City. Mo. 
Rhinelander. Wis. 
Rhinelander. Wis. 

Jackson, Miss 

Providence. R. 1 

Mobile, Ala. Biloxi & Meridian, Miss 
Miami Beach, Pia. 

Los Angeles. Calif 

Des Moines, lowa 
Washington, D C. 

Houston. Tex 

Coffeyville. Kan. 

Newark, N J 

Houston, Tex. 

North Hollywood. Calif. 
North Bergen. N. J. 

Bay City, Mich. 

New York, Brooklyn & Eureka, N. Y. 
Baltimore. Md 

N. Hollywood, Calif. 
Brooklyn, N. Y. 

Miami, Pla 

St. Louis, Mo. 

St. Louis, Mo. 

Gary. Ind. 

Miami & W. Palm Beach, Pla 
Miami & W. Palm Beach, Pla. 
Seaford & Brooklyn, N. Y. 
Houston, Tex. 

Houston. Tex. 

Glendale, Calif 

Irvingto, N. J 

Brooklyn. N. Y 

Chicago, I11 


DATE ISSUED 





12-17-51 LEWIS, 
10-19-48 LEWIS, 
8-27-51 LEWIS 
10-8-52 LEWIS, 
4-16-51 LEWIS, 
9-1-48 LEWIS, 
9-1-48 LEXIN 
6-29-51 LICHT! 
4-7-48 LIEBE 
4-7-48 LIEBE 
12-31-52 LIFET 
4-22-48 LIGHT 
1-18-52 LIGON 
9-5-44 LIGON 
4-21-50 LIGON 
8-31-51 LIGON 
12-23-46 LILE, 
11-13-42 LILLI 
12-21-44 LINBI 
12-11-51 LIN-( 
10-7-48 LINDE 
10-7-48 LINDE 
9-7-48 LIND 
10-8-48 LIND! 
10-8-48 LIND 
4-7-52 
1-14-48 LIND 
2-3-48 
9-24-42 LINK 
11-22-49 LINK 
8-20-45 LINK 
11-22-49 LIND 
11-22-49 LINI 
10-6-48 LIPE 
6-1-50 LIPS 
8-28-50 
10-31-47 LIS 
11-8-50 Wis 
R-10-51 LIT 
12-15-49 LIV 
3-28-52 LIV 
11-26-51 LL 
7-9-42 LOB 
2-12-47 Loe 
3~18-49 Loc 
5-8-49 Loe 
6-29-48 Lae 
1-23-45 Lo 
5-20-47 LO 
9-20-51 Lol 
5-12-47 Lo 
3-25-52 Lo 
1-12-42 Lo 
1-13-42 Lo 
Pees LO 
5-19-52 
5-19-52 
11-29-51 tT 
2-28-52 Lu 
3-28-52 LY 
11-8 -50 LY 
31-22-40 LY 
2-32-49 LY 
8-20-52 LY 


HOUSING ACT OF 1954 1929 


ISSUED NAME ADDRESS DATE ISSUED 
LEWIS, EDWARD Syracuse, N. Y. 10-9-42 
LEWIS, FORD DeFuniak Springs, Fla. Andalusia, Ala. 10-17-51 
“17-51 LEWIS, GEORGE East Orange, N. J. 7-18-50 
~19~-48 LEWIS, IRA Inglewood, Calif. 11-20-51 
-27-5) LEWIS MARK BUILDERS, INC. Brooklyn, N. Y. 9-8-50 
)-8-52 LEWIS, MINNIE E. Kansas City, Kan. 9-15-41 
"16-51 LEWIS, PAUL Cincinnati, Ohio 1-16-48 
91-48 LEWIS, ROBERT Springfield, Mass. 11-9-50 
-1-48 LEXINGTON, FRANCES J. Los Angeles, Calif. 2-27-48 
"29-51 LICHTENWALD, HARRY Portland, Ore. 6-26-46 
t= 7-48 LIEBERMAN, JOSEPH (JOE) Los Angeles, Calif. 2-3-50 
-7-48 LIEBERMAN, KENNETH Los Angeles, Calif. 2-3-50 
31-52 LIFETIME PRODUCTS, INC. New York, N. Y. 9-20-49 
‘22-48 LIGHTSEY, MARGARET Goodwater & Alexander City, Ala. 8-17-50 
18-52 LIGON BROTHERS CO. Houston, Tex. 1-30-50 
5-44 LIGON, GARLAND W. Houston, Tex. 1-30-50 
‘21-50 LIGON, LAWRENCE Houston, Tex. 1-30-50 ; 
31-51 LIGON, VERNON (RED) Houston, Tex. 1-30-50 
23-46 LILE, HOWARD V. Los Angeles, Calif. 11-21-51 
13-42 LILLIG, GEORGE Chicago, Ill. 2-27-43 
21-44 LINBERG, ROBERT R. Los Angeles, Calif. 3-2-49 
11-51 LIN-CON BUILDERS Canton, Ohio 1-9-47 
“7-48 LINDELL, B. J. Portland, Ore. 11-9-50 
-1-48 LINDELL, J. B. Portland, Ore. 11-9-50 
7-48 LINDENWALD, WILLIAM Lynbrook, N. Y. 3-31-49 
~8-48 LINDLEY, J. C. Houston, Tex. 11-12-48 
-8-48 LINDSAY CONSTRUCTION CO. S. Portland, Me. Malone, Plattsburg & 1-8-48 
-7-52 Cape Elizabeth, N. Y. 
14-48 LINDSAY, JOHN C. S. Portland, Me. Malone, Plattsburg & 1-8-48 
-3-48 Cape Elizabeth, N. Y. 
24-42 LINK, DAVID R. Columbus, Ohio 1-18-50 
22-49 LINK, HERM Yakima, Wash. 12-11-41 
2-45 LINK, PETE Yakima, Wash. 12-11-41 
22-49 LINN, R. L. Des Moines, Iowa 8-10-51 
22-49 LINTON, LOUDER E. Birmingham, Ala. 2-14+47 
6-48 LIPPE, H. H. Brooklyn, N. Y. 1-31-49 
1-50 LIPSCHITZ, ISIDORE W. Hempstead & Flushing, N. Y. 1-26-45 
18-50 Fairfield, Conn. 
s1~47 LISS, AL Bakersfield, Calif. 10-8-52 
R-50 LISTON, ERROL Los Angeles, Calif. 8-20-48 
0-51 LITTLEWOOD, WALTER D. Jamaica, N. Y. 4-19-48 
5-49 LIVINGSTON, LLOYD San Francisco, Calif. 7-20-41 
8-52 LIVINGSTON, S. C. Glendale, Calif. 11-8-50 
A-51 LLOYD CONSTRUCTION CO., INC. W. Hollywood & Oakland, Calif. 11-21-51 
9-42 LOBDELL, CHARLES A. Bethpage & Babylon, N. Y. 6-16-52 
2-47 | — LOBDELA. CONSTRUCTION CO. Bethpage & Babylon, N. Y. 6-16-52 
8-49 LOCASCIO, ALFRED (Jk. ) New Orleans, La. 8-18-48 
5-49 LOGAN, ALBERT E. Detroit, Mich. 2-10-45 
9-48 LOGAN, ALRICH H Brooklyn, N. Y. 2-17-47 
3-45 LOLLOR (LALLOR). J. B. Tampa, Fla. 1-18-52 
0-47 LONDON, E. M. (JACK) Dayton. Ohio 10-21-48 
0-51 LoPREST1, ANTHONY Rochester, N. Y. 11-7-50 
ad LORD, GERALD Brooklyn & Long Island, N.Y 12-12-46 
ca LOS ANGELES BUILDERS. INC Los Angeles, Calif. 6-17-49 
mn LOS ANGELES PERMA-STONE CO. Los Angeles, Calif. 3-2-49 
a-42 LOUISVILLE BRIKOTE CO. Louisville, Ky. 6-27-49 
ee LOVE, EDWARD L. Toronto. Ohio 7-15-47 
ees LOVERN. H. J. Trion, Ga. 8-5-42 
or LUCAS, HARRY N. W. Los Angeles, Calif. 11-21-51 
ms LUKOV, Ww. OL Los Angeles, Calif. 6-23-41 
pee LUMAC ENTERPRISES Los Angeles. Calif. 10-1-51 
Fo LYELL SALES @ MERCHANDISING CO. INC.Rochester, N. Y. 6-29-51 
e LYELL HARDWARE @ LUMBER CO. Rochester, N. Y. 6-29-51 
}~40 LYP-ALARM COMPANY Portland, Ore. Spokane, Wash. 11-30-51 
}=49 LYP-ALARM (O., TNCORPORATED Portland. Ore. Spokane. Wash 12-28-51 
52 LYNCH. JOSEPH J Hempstead, N. Y 2-28-51 
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1930 


MACCHOINE, LOUIS A. 
MacDGNALD, F. RANOLD II 
MacDONALD, HARRY 
MACHESNEY , 
MacINTOSH, WILLIAM E. 

MACKAY, Z. J. 

WACLEOD, ALEX 

MacSTARK BUILDING ENGINEERING CO. 
WacSTARK, CHARLES 

MADDEN, LAWRENCE 

MADISON CONSTRUCTION CO. 
MADISON, CYRIL L. 

MAGAZINE LUMBER CO. 

MAGER, T. J. 

MAGER, T. J. & SONS, CO. 

MAHER, PRANK 

MAHKORN, JACK 

MAIER, GEORGE 

MAITH COMPANY 

MAITH ENGINEERING CO. 

MAITH ENGINEERING & EQUIPMENT CO. 
MAITH, ROBERT A. 

MAJESTIC HOME IMPROVEMENT CO. 
MAJOR HOME EQUIPMENT CO. 

MAJOR, LOUIS J. 

MALKOFF, MAX 

MANDERVILLE, EARL 

MANFREDI, JOSEPH 

WANGOLD, JOSEPH C. 

MANHEIM, S. W. 

MANHEIM, S. W. COMPANY 

MANHOLD, MAX S. 

MANLEY, ROBERT Q. 

MANNING ELECTRIC CO. 

MANNING, H. 

MANNING, I. T. 


MANUFACTURERS’ SALES & SERVICE CO. 


MARCHANT, GEORGE 

MARCO, WILLIAM 

MARCUS, JEROME H. 

MARCUS, WILLIAM 

MARCY, LOUIS G. 

MARGRAF, ARTHUR E. 

MARIEM (MARIAM) LOU 

MARINE CONSTRUCTION CO. 

MARK, RAYMOND (RAY) 

MARKOWITZ, WILLIAM 

MARKS, M. 

MARKS, ROBERT A. 

MARKS, SAM 
, SAMUEL 

MARKSVILLE, JEANETTE 

MARKSVILLE, PERRY 

MARKSVILLE, PIERCE 

MARLEN HOME REMODELING CO. 


HOUSING ACT OF 1954 


ADDRESS DATE ISSUED 
M 
Oil City, Pa. 12-22-48 
Jacksonville, Fla. Houston, Tex. 10-26-49 
Chicago, 111 9-30-47 
Pittsburgh, Pa. 1-16-47 
Worcester, Mass. 3-8-40 
Phoenix, Ariz. 1-17-47 
Detroit, Mich. 8-9-5) 
Richmond Hill, N. Y. 11-27-45 
Richmond Hill, N. Y. 11-27-45 
Brooklyn, N. Y. 2-16-48 
Chicago, I11, 2-8-50 
Washington, D. C. 4-21-50 
Bogalusa, La. 11-25-39 
Chicago, 111. 11-21-46 
Chicago, I11. 11-21-46 
Clayton, Mo. 9-19-52 
San Antonio, Tex. 7-13-51 
Pasco, Wash. 4-24-52 
Philadelphia, Pa. §-29-47 
Philadelphia, Pa. 5-29-47 
Philadelphia, Pa. 5-29-47 
Philadelphia, Pa. 5-29-47 
Los Angeles, Calif. 8-11-50 
Manchester, N. H. 6-25-48 
Manchester, N. H. 6-25-48 
Baltimore, Md. Reading Pa. 3-12-48 
Troy, N. Y. 3-1-45 
New York, N. Y. 5-9-42 
Los Angeles, Calif. 10-22-48 
Cleveland Heights, Ohio 1-11-50 
Cleveland Heights, Ohio 1-11-50 
Mt. Clemens, Mich. 4-23-49 
Pomona, Calif. 9-27-51 
Corpus Christi, Tex. 10-31-49 
Bronx & New York, N. Y. 11-29-51 
Corpus Christi, Tex. 10-31-49 
Philadelphia, Pa. 2-16-49 
Detroit, Mich. 9-29-50 
Detroit, Mich. 9-11-51 
Philadelphia, Pa. 6-27-50 
Detroit, Mich. 9-11-51 
Bronx, N. Y. 6-2-42 
Cape May, N. J. 1-18-52 
Portland, Ore. Los Angeles, Calif. 4-29-52 
Detroit, Mich. 1-16-51 
Steubenville, 0. 6-16-52 
Buffalo, N. Y. Detroit, Mich. 8-8-50 
Nutley, N. J. 7-23-51 
Columbus, Ohio 7-18-50 
North Bergen, N. J. §-5-49 
Jackson Heights, N. Y. 1-8-45 
New York, N. Y. 6-18-42 
New York, N. Y. 6-18-42 
New York, N. Y. 6-18-42 
Lawrence & Cambridge, Mass. Auburn, Me. (6-30-52 
Lawrence, Mass. 6-30-52 
San Antonio, Tex. 11-28-52 
Pensacola, Fla. 11-17-47 
Fitchburg, Mass. 3-31-47 
Los Angeles, Calif. §-15-51 
Birmingham, Ala. 7-17-51 
Birmingham, Ala. 7-17-51 
Portland, Ore. 11-9-50 
Marshall, I11. 10-19-42 
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HOUSING ACT OF 1954 


MARX, WILLIAM 

MASEY HOME IMPROVEMENT CO. 
MASEY, JACK ISAAC 

MASON, D. 

MASON ENTERPRISES 

MASON, KERMIT 

MASON, T. PF. 

MASON, THOMAS 

WASON, W. A. 

MASONALL HOME IMPROVEMENT CO. 
MASSEY, FRANK 

MASSEY, J. W. 

MATLIN, JOSEPH 

MATTINI, MARIO M. 

WATTLEY, PAUL 

MAYER, FRED 

McAPEE, JESSE 

McALLISTER (Initials Unknown) 
McBRIDE HEATING & ROOFING CO. 
McBRIDE, JOHN T. 

McBRIDE, RAYMOND A. 


McNEIL & COMPANY 
McNICHOLAS, EDWARD J. (JR.) 


Van Nuys, Calif. 
Cleveland, Ohio 
Goose Creek, Tex. 
Detroit, Mich. 

Oil City, Pa. 
Miami, Pla. 
Absecon, N. J. 
Portland, Ore. 
Minneapolis, Minn. 
Bronx, N. Y. N. Y. 
Buffalo, N. Y. 
Johnson City, N. Y. 
Johnson City, N. Y. 
Chicago, Ill. 
Pittsburgh, Pa. 
Pittsburgh, Pa. 
Orlando, Fla. 
Plymouth, Mich. 
Minneapolis, Minn. 


Los Angeles, Calif. 
Charleston, W. Va. 


Bossier City La. Houston, Tex. 
Riverside, Calif. 

Brooklyn, N. Y. 

Spartansburg, S. C. 

Portland, Ore. Spokane, Wash. 
Houston, Tex. e 
Baltimore, Md. Reading, Pa. 
Buffalo, N. Y. 

Buffalo, N. Y. 

Hattiesburg, Miss. 

Chicago, I11. 

Chicago, I1l. 

Oakland, Calif. 

Oakland, Calif. 

Des Moines, Iowa 

Coram, N. Y. 

Coram, N. Y. 

Portland, Ore. Spokane, Wash. 
Stockton, Calif. 

Charleston, W. Va. 

St. Louis, Mo. Indianapolis, Ind. 
St. Louis, Mo. Indianapolis, Ind. 
Gainesville, DeLand, Fla. 
Gainesville, DeLand, Fla. 
Oakland, Calif. 

Wenonah & Pitman, N. J. 
Woodbury & Wenonah, N. J. 

Los Angeles, Calif. 
Pittsburgh, Pa. 

Philadelphia, Pa. 
Philadelphia, Pa. 

Louisville, Ky. 

New York, N. Y. 

Bronx, N. Y. 

N. Hollywood, Calif. 

Spencer, Ia. 

Rochester, N. H. 

Dearborn, Mich. 

Brighton, Mass. 

N. Hollywood, Calif. 
Rochester, N. Y. 

New Hampton, N. Y. 

Malverne, N. Y. 

Studio City, Calif. 


1931 


4-17-52 
2-3-48 
7-10-40 
1-14-47 
1-25-47 
6-17-42 
11-21-46 
11-29-51 
10-10-45 
12-19-47 
8-8-50 
3-29-48 
9-29-48 
10-24-51 
7-16-47 
7-16-47 
1-10-49 
10-28-42 
9-12-44 
5-1-52 
1-7-44 
3-30-51 
1-9-41 
5-12-47 
10-9-42 
11-30-51 
11-29-51 
3-12-48 
1-2-45 
7-2-45 


11-21-51 
4-29-52 
2-15-40 
6-19-47 

11-21-51 

11-21-51 
11-7-50 
2-19-51 

12-27-46 
8-28-41 


Denver, Montrose & Leadsville, Colo. 9-17-48 
25 
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MESSINE, A. J 

MESSNER, R. 5S. 

MEYERS, H. F. 

MEYERS, HARRY J. T. (JR.) 
MICA-MASTIC OF FLORIDA 

MICHAEL, HARRY M. 

MICHAEL TILING & IMPROVEMENT CO 
MICHAELS, ROSE KAIMOTH OCHER 


MIDWEST HOME IMPROVEMENT CO. 


MARVIN ARNOLD 


HOUSING ACT OF 1954 


ADDRESS DATE ISSUED 
Pensacola, Fla. 6-30-52 
Pensacola, Fla. 6-30-52 
Billings, Mont. 12-23-4) 
St. Louis, Mo. 8-14-47 
Baltimore, Md. 9-12-50 
Baltimore, Md. Reading, Pa. 3-12-48 
Newark, N. J. 8-24-50 
Mt. Vernon & Cairo, I1l. 10-21-48 
Evansville, Ind. 

Santa Ana & Culver City, Calif. 8-27-52 
Oil City, Pa. 12-22-48 
Detroit, Mich. 9-29-50 
Palo Alto & San Jose, Calif. 1-25-41 
Palo Alto & San Jose, Calif. 1-25-41 
White Plains, N. Y. 5-27-40 
Haverhill, Mass. 4-22-48 
Newark, N. J. 12-7-50 
Philadeiphia, Pa. 9-24-42 
Philadelphia, Pa. 9-24-42 
Omaha, Neb. 3-11-49 
San Diego, Calif. 3-27-42 
Beverly Hills & Pomona, Calif. 11-21-51 
Atlantic City, N. J. 8-19-48 
Miami, Fla. 2-11-52 
Chicago, I11. 9-30-47 
Chicago, I11. 9-30-47 
Chicago, Ill. 9-30-47 
Chicago, 111. 9-30-47 
Saginaw & Pontiac, Mich. 8-27-51 
St. Louis, Mo. 9-1-48 
New Hampton, N. Y. 2-19-51 
New Hampton, N. Y. 2-19-51 
Shreveport, La. 1-21-53 
Pittsburgh, Pa. 1-14-48 
Detroit, Mich. 2-18-47 
Los Angeles, Calif. 1-12-51 
Chicago, 111. 9-2-47 
San Antonio, Tex. 11-28-52 
Los Angeles, Calif. 1-12-51 
Pittsburgh, Pa. 7-31-47 
Chicago, Ill. Atlanta, Ga. 1-31-51 
Birmingham, Ala. 

Laguna Beach, Calif. 3-6-41 
Chicago, I11. 11-21-47 
Chicago, 111. 9-2-47 
Fresno, Calif. 9-14-40 
Florence, S. C. Palm Springs, Calif. 11-28-45 
Plorence, 8. C. 11-28-45 
Los Angeles, Calif. 9-7-51 
Des Moines, lowa 11-28-51 
Van Nuys, Calif. 4-17-52 
Memphis, Tenn. 8-31-51 
Bellport, L.I., N.Y. 2-28-51 
Chicago, Ill. Gary, Ind. 2-2-42 
Milwaukee, Wis. 

Gary, Ind. Chicago, Ill. 2-2-42 
Milwaukee, Wis. 

Gary, Ind. Chicago, Ill. 2-2-42 
Milwaukee, Wis. 


Gary, Ind. Chicago, Ill. Milwaukee, Wis. 2-2-42 
Chicago, Ill. Gary, Ind. 1-6-49 
Los Angeles, Calif. 9-6-51 
Burlington, N. C. §-7-51 
Hamilton & Middletown, Ohio 9-27-50 
Irvington & Montclair, N. J. 5-21-42 
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} ISSUED nae 
6-30-52 MODEL CONTRACTORS CORP. 
8-30-52 WODEL ROOFING & SHEET METAL WORKS 
2-23-4) MODELL, J. & COMPANY 
8-14-47 MODELL, JULIUS 
ee WODERN CONSTRUCTION CO 
oa MODERN HEATING COMPANY 
as MODERN HOME BUILDERS 
° MODERN HOME IMPROVEMENT CO 
as MODERN HOMES COMPANY 
a MODERN IMPROVEMENTS CO 
MODERN SERVICE COMPANY 
9-29-50 WONAHAN, STEPHEN F 
es WONGER CONSTRUCTION CO 
25-41 WONGER ENTERPRISES 
)- 27-40 WONGER, RAY H. 
WONROE, JOHN 
}~ 22-48 WONTEZ, EDWARD A 
2-71-50 WOODY, JOR 
a WORE, BEATRICE, A. (MAXWELL) 
a. WOORE, CHARLES W. (JACK) 
WOORE, H. M. 
~27-42 WORE, J. H 
-21-51 lock ‘Some 3 
~19-48 WORAN, EDWARD L 
“11-52 WORAN, W. P 
~30-47 WORPORD, R. E 
~80-47 WORGAN, EMANUEL 
“30-47 WORGAN, MARCUS W. 
=o WORGAN, TOM 
“27-51 M 


MORIARTY, WILLIAM C. (BILL) 


HOUSING ACT OF 1954 


Brooklyn, 
Brooklyn, 
New York, 
New York, N. Y. 

Jacksonville, Fla. 

Nashville & Chattanooga, Tenn. 
Valley Stream, L.I., N. Y. 
Lexington, Ky. 

Chicago, Ill. 

Cape May, N. J. 

Greenville, Miss. 

Bridgeville &Pittsburgh, Pa. 
Memphis, Tenn. 

Memphis, Tenn. 

Memphis, Tenn. 

Indiana, Pa. 

San Antonio, Tex. 

N. Hollywood, Chlif. 
Portland, Oregon 
Portland, Ore. Spokane, Wash. 
Atlanta, Ga. 

Dallas, Tex. 

E. Detroit, Mich. 

Erie, Pa. 

Indianapolis, Ind. 

Portland, Ore. 

Baton Rouge, La. 

Evansville, Ind. 

Los Angeles, Calif. 

Des Moines & Davenport, Iowa 
Rock Island, I11. 

W. Los Angeles, Calif. 

Los Angeles, Calif. 

Los Angeles, Calif. 
Philadelphia, Pa. 

N. Hollywood, Calif. 

Detroit, Mich. 

Belleville, N. J. 

Cleveland, 0. 

Buffalo, N. Y. Pittsburgh, Pa. 
Buffalo, N. Y. Pittsburgh, Pa. 
Painesville & Shaker Heights, 0. 
Jersey City, N. 
Jersey City, N. 
Jersey City, N. 
Jersey City, N. 
Jersey, City, N. 
St. Louis, Mo. 
Cambridge, Mass. 
Silver Spring, Md. 
Owensboro, Ky. 
Owensboro, Ky. 
Detroit, Michigan 


zzz 
rr 


ee 


Flint, Mich. 
Portland, Ore. 
Bellaire, 0. 
Bellaire, 0. 
Long Beach, L. I., N. Y. 
Long Beacn, L. I., N. Y. 
Memphis, Tenn. 
Greensburg, Pa. 


Andover & Lawrence, Mass. 
Rutland, vt. Auburn, Me. 


Washington, Pa. 


Spokane, Wash. 


1933 


DATE ISSUED 


5-12-47 
5-12-47 
3-16-43 
3-16-43 
6-4-48 
3-11-48 
9-15-48 
12-15-48 
1-28-49 
1-18-52 
1-22-48 
7-31-45 
5-9-51 
5-9-51 
5-9-51 
12-15-49 
11-28-52 


11-10-48 
11-10-48 
8-26-52 
5-10-51 
2-28-51 
8-23-50 
8-23-50 
4-30-51 


9-3-40 
7-3-40 
11-28-52 
11-28-52 
5-4-49 
5-4-49 
12-31-52 
11-21-46 


6-30-52 
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1934 HOUSING ACT OF 1954 





NAME ADDRESS DATE ISSUED 


































NADGE, J. MORRIS Newark, N, J. 7-31-51 
NAJAVITS, MORRIS Newark, N. J. 7-31-51 OCHER DE 
NALTI-GOURAN ASSOCIATES Washington, D. C. 4-21-50 OCHER, H 
NANCARROW, DAVID G. N. Hollywood, Calif. 9-20-51 OCHER, R 
NAPOLS, JOSEPH Brooklyn & BE. Rockaway, N. Y. 6-27-50 0 CONNOR 
NAPOLSKY, JOSEPH Brooklyn, E. Rockaway & 4-1-48 & CONNOR 
Jamaica, N. Y. 0 CONNOR 
NATIONAL CONSTRUCTION CO. Minneapolis, Minn. §-7-52 0 CONNOR 
NATIONAL HOME IMPROVEMENT CO. St. Louis, Mo. 8-26-52 0 CONNOF 
NATIONAL HOME MODERNIZERS Dayton, Uhio 10-21-48 0 CONNOF 
NATIONAL HOME PRODUCTS CO. Seaford, N. Y. 11-29-51 0’ CONNOT 
NATIONAL IMPROVEMENT CO. Tulsa, Okla. 11-30-51 0 DONNE! 
NATIONAL INSULATING & VENEERING CO. Butler, Pa. 4-20-50 0 DOWD, 
NATIONAL PLASTILE CO. Newark, N. J. 8-31-49 OEHRLE, 
NATIONAL SALES CO. Memphis, Tenn. 10-21-48 oO GARRT 
NATIONAL TERMITING & FLOOR 0 HARLE 
BRACING CO. Tulsa, Okla. 11-30-51 OHIO CO 
NATIONWIDE CORPORATION Washington, D. C. 8-26-52 OHIO ST 
NEBRASKA FURNACE CO. Omaha, Neb. 9-1-48 0 KEEFE 
NEESE, JACK Salem, Ore. 3-25-52 0 KEEFE 
NEIBURGER, JOSEPH F. Muncie & Indianapolis, 12-3-41 0 KEEFE 


, R. T. (DICK) 
NELSON, R. T. COMPANY 

, ROBERT 

, ROBERT H. 

, ROBERT S. 
NEMIA, THOMAS FOLEY 
NESBETT, J. M. 
NESBITT, LAWRENCE 
NETISHEN, JOSEPH A. 
NEWMAN, BEN 
NEWMAN, BERT 
NEWMAN, L. M. 
NICELY, MARVIN S. 
NICHOLS, A. H. 
NICHOLS, V. 0. 
NICKEL, ALFRED H. 


NIELSEN CONSTRUCTION CO. 


NIELSEN, M. L. 
NIELSEN, WALTER 
NORDQUIST, HERMAN 
NORMANDY TILE CO. 


R. S. & COMPANY 


NORTHERN INSULATION CO. 


NORTHERN STATES CONTRACTING CO. 


NORTHERN WATER SOFTENER CO. 


NORTH JERSEY CONSTRUCTION CO. 
NORTH JERSEY HOME IMPROVEMENT CO. 
NORTH NEWARK ROOFING SUPPLY CO. 


NORTHRUP, HERBERT L. 
NORTH WALES REAL ESTATE CO. 
NORTHWEST CONTRACTING CO. 


Birmingham, Ala. 
Dayton, Ohio 
Oakland, Calif. 
Oakland, Calif. 
Utah & Colo. 
Haverhill, Mass. 
Dayton, Ohio 
Jamaica, N. Y. 
Los Angeles, Calif. 
Detroit, Mich. 
Shrewsbury, Mass. 


Baltimore, Md. Reading, Pa. 
Baltimore, Md. Reading, Pa. 


Cincinnati, Ohio 
Buffalo, N. Y. 

St. Louis, Mo. 
Memphis, Tenn. 

Los Angeles, Calif. 
Chicago, 111. 
Fresno, Calif. 
Chicago, I11. 
Chicago, Ill. 
Miami Beach, Fla. 
Rhinelander, Wis. 
Ashton, S. D. 

San Jose, Calif. 
Belleville, N. J. 
Newark, N. J. 
Belleville, N. J. 
Miami, Pla. 
Atlantic City, N. J. 
South Bend, Ind. 














































7-29-48 
11-21-51 
11-21-51 


11-10-47 
11-15-51 
11-19-47 
12-31-52 
12-28-40 
8-8-46 
12-16-40 
8-8-46 
2-16-50 
8-20-52 
11-22-49 
9-28-50 
9-6-51 
9-22-47 
5-16-45 
9-22-47 
10-1-41 
8-18-48 
11-28-51 










NORTHWEST LANDSCAPE CO. Portland, Ore. 5-12-48 
NORTHWEST ROOFING CO. Oakland, Calif. 12-14-49 
NORTHWEST SPECIALTY ENGINEERS Seattle, Wash. 9-29-48 
NORTON, JACK Portland, Ore. 11-9-50 
NUGENT, BYRON Evansville, Ind. St. Louis, Mo. 10-18-50 PAGE 
Springfield, 111. PAGE 
NUGENT ROOFING & SUPPLY CO., INC. Evansville, Ind. St. Louis, Mo, 10-18-50 PAIN 
Springfield, 111. PALA 
NU-KOTE COMPANY Cambridge, Mass. 6-30-52 PALL 
° PALS 
OAKLAND BUILDING INDUSTRIES Pontiac, Mich. 11-19-47 PAN 
OBENSHAIN, G. P. (GERALD P. GERRY, Hawthorne, Los Angeles, Inglewood, Calif. 9-7-51 PAN’ 


or JERRY) 
2B 





HOUSING ACT OF 1954 1935 
NAME ADDRESS DATE ISSUED 
QO BRIEN, T. T. San Antonio. Tex. 7-23-48 
OCHER DECORATING CO. Chicago, Ill. 2-22-45 
OCHER, HARRY M. Chicago, 111. 2-22-45 
OCHER, ROSE KAIMOTH Chicago, I11. 9-30-47 
0 CONNOR HENRIETTA Long Beach, Calif. 11-21-51 
(@ CONNOR, HETTIE Long Beach, Calif. 11-21-51 
Q CONNOR, JACK Stockton, Calif. 10-3-46 
(0 CONNOR, JAMES Trenton, N. J. Morrisville, Pa. 11-28-52 
O CONNOR W. A. Long Beach, Calif. 11-24-51 
QO CONNOR, WILLIAM A. Long Beach, Calif. 11-21-51 
0 CONNOR, WILLIAM PRESTON Chicago, Ill. 5-17-47 
0 DONNELL, JOHN P. Washington, D. C. 4-21*50 
0 DOWD, JAMES F. Waycross, Ga. 5-25-39 
OEHRLE, WALTER J. Morristown, N. J. 1-20-42 
O GARRITY, JAMES Toledo, Ohio 1-3-52 
O HARLEY, MR. (Initials Unknown) Los Angeles, Calif. 7-11-51 
OHIO CONSTRUCTION CO. Columbus, Ohio 1-18-52 
OHIO STATE INSULATION CO. Toledo, Ohio 6-17-48 
0 KEEFE, JOHN New York, N. Y. 1-8-48 
0 KEEFE, CHARLES New Orleans, La. 3-14-52 
0 KEEFE, WILLIAM J. Los Angeles, Compton & Ontario, Calif. 6-12-51 
San Antonio, Tex. 
O LEARY, JERRY Pomona, Calif. 9-27-51 
OLDHAM, CHARLES L. Houston, Tex. 9-24-42 
OLIN & RICHARD COMP, New Orleans, La. 12-31-52 
OLSEN, GEORGE Brooklyn, N. Y. 3-20-42 
OLSEN, HAROLD Jacksonville, Fla. §-27-47 
OLSON, CARL V. Montebello, Calif. 9-27-51 
0 NEILL, JOHN J. Studio City, Calif. 6-28-41 
OOLEY, RENOS St. Louis, Mo. 8-26-52 
ORDOWER, MILTON Des Moines, Iowa 11-30-50 
OREGON ELECTRIC CONSTRUCTION CO. Portland & Eugene, Ore. 6-30-52 
OREGON LANDSCAPE CO. Portland, Ore. 5-12-48 
ORR CONSTRUCTION CO. Jacksonville, Fla. 6-28-46 
ORR, MAL Jonesboro, Ark. 6-29-51 
ORR, ROBERT T. Jacksonville, Fla. 6-28-16 
OSBORNE, FORREST Salt Lake City, Utah 8-16-5° 
OSBORNE, FORREST COMPANY Salt Lake City, Utah 8-16-51 
OSCIK, H. (HARRY) Chicago, I11. 6-8-45 
OSDER, PAUL Newark, N. J. 8-28-43 
OSSICH, HARRY M. Chicago, I11. 9-30-47 
OSSICK, HARRY M. Chicago, I11. 9-30-47 
0 SULLIVAN, ROBERT HUGH Los Angeles, Calif. 6-12-51 
OURSDAHL, SIDNEY Azuza, Calif. 4-16-52 
OVERLAND CONSTRUCTION CO. St. Louis, Mo. 10-8-52 
OWENS, JOHN M. St. Louis, Mo. 4-30-45 ~ 
OWENS, MRS. JOHN M. St. Louis, Mo. 4-30-45 
OXBOEL, ELIZABETH White Plains, N. Y. 2-28-51 
P 
P O K HOME PRODUCTS CO. Denver, Leadsville & Montrose, Colo. 9-17-48 
PACIFIC CONSTRUCTION CO. Boise, Idaho 12-31-52 
PACIFIC LANDSCAPE CO. Portland, Ore. 5-12-48 
PACIFIC STATES BUILDERS Oakland, Calif. 11-21-51 
PADEN, DON San Francisco, Calif. 8-23-50 
PADUCAH SIDING CO. Paducah, Ky. 8-24-50 
PAGE, GEORGE W. San Jose, Calif. 9-6-51 
PAGE, JOHN M. Baltimore, Md. 1-1-42 
PAGET, R. E. Toledo, Ohio 3-26-47 
PAINTER, HOMER Rossville, Ga. 8-5-42 
PALADINO, LOUIS Brooklyn & New York, N. Y. 11-10-47 
PALLATIN, JOE Los Angeles, Calif. 11-8-50 
PALMER, HARRY (HAROLD) Pittsfield, Mass. New York, N. Y. 3-11-40 
Newark, N. J. 
PANARIELLE, CARMELO Brooklyn, N. Y. 5-12-47 
PANTHER ROOFING CO. Gainesville & DeLand, Fla. 10-22-48 














1936 


PAPPAS, PETER 
PARAMOUNT BUILDING & CONSTRUCTION 
co. 


PAVLICK, ANNA (MRS) 
PAVLICK, STEPHEN 

PAYNE, MORREIL (MRS. THOMAS) 
PAYNE, THOMAS 

PEACOCK, GEORGE W. 

PEARLMAN, EDWARD I. 

PEARSON, HERBERT A. 


PEARSON PLUMBING & HEATING CO. 
PEARSON, ROY S. 

PEASE, HENRY E. 

PELTZ, JOHN P. 

PENDALE, BETTY 

PENN ALUMINUM CORPORATION 
PERDUE, L. 0. 

PERFECT TILE COMPANY 

PERKINS, WILLIAM 

PERMA-FACE COMPANY OF AMERICA 
PERMA-FACE COMPANY OF FLORIDA 
PERMA-FACE COMPANY OF PITTSBURGH 
PERMA LAP MANUFACTURING CO. 


PHILADELPHIA WEATHER CONTROL CO. 
PHILLIPS, J. W. 

PHILLIPS, P. 

PHILLIPS, P. H. 

PHILLIPS REMODELING CO. 
PHIPPS, HARRY 

PICENO, FRED 

PIERCE, CHARLES E. 

PIERCE, RICHARD H. 

PINDELL, BETTY 

PINE, WARREN 

PINZ, E. E. 

PIONEER CONSTRUCTION CO. INC. 
PITTS, EVERETT M. 

PITTSBURGH GAS HEATING CO. 
PITZING, ¥. P. 


HOUSING ACT OF 1954 


Haverhill, Mass. 


Cleveland, Ohio 
Omaha, Neb. 
Montgomery, Ala. 
Middletown, N. J. 
Middletown, N. J. 
Brobklyn, N. Y. 
Chicago, Ill. Houston, Tex. 
Buffalo, N, Y. 

Springfield, Ohio 
Portland, Ore. 
San Antonio, Tex. 
Detroit, Mich. 
Washington, D. C. 
San Antonio, Tex. 
San Antonio, Tex. 
Des Moines, Ia. 
Kansas City, Mo. 
Nutley, N. J. 
Pittsburgh, Pa. 


Brookmont, Md. 


Pompton Lakes, Hawthorne & Newark, N. J. 


Pleasantville, N. J. 
Pleasantville, N. J. 

Newark, N. J. 

Cleveland, 0. 

Jamaica, N. Y. 

St. Louis, Mo. Memphis, Tenn. 
Birmingham, Ala. 

Tuscaloosa, Ala. 

Tuscaloosa, Ala. 

Worcester, Mass. 

Union City & E. Rutherford, N. J. 
Los Angeles, Calif. 

Reading Pa. 

E. St. Louis & Belleville, 111. 
Chicago, Ill. 

Louisville, Ky. 

Pittsburgh, Pa. 

Miami, Fla. 

Pittsburgh, Pa. 

Buffalo, N. Y. 

Pomona, Calif. 

Pomona, Calif. 

Lewistown, Mont. 

Norwich, Conn. 

Indianapolis &Muncie, Ind. 
Memphis, Tenn. Birmingham, Ala. 
Sheboygan, Wis. 

Atlantic City, N. J. 
Philadelphia, Pa. 

Chicago, I11. 

Newark, N. J. 

Dayton, Ohio 

Flint, Mich. 

Jeffersonville, Ind. 

Newark, N. J. 

Beverly Hills & Pomona, Calif. 
Chicago, Ill. 

Los Angeles, Calif. 

Los Angeles, Calif. 


DATE ISSUED 


1-31-47 


6-30-48 
11-29-51 
11-30-51 

11-4-43 

11-4-43 

1-23-45 

1-31-51 

8-16-51 
11-12-46 

3-17-49 

9-28-51 

6-30-52 

12-5-47 

3-7-40 

9-28-51 

12-9-52 

11-9-50 

7-23-51 

2-17-40 

5-28-45 

12-3-41 

12-3-41 

6-16-42 

8-20-52 

2-12-42 

2-13-45 


6-29-51 
6-29-51 
11-28-51 
12-28-51 
7-6-51 
11-29-51 
10-25-49 
12-15-50 
1-12-50 
11-28-52 
3-25-52 
11-28-52 
8-16-51 
9-27-61 
9-27-51 
1-16-51 
3-20-47 
3-20-42 


6-30-49 
11-15-51 
6-23-49 
9-14-48 
8-23-46 
11-20-47 
9-15-52 
2-8-50 
5-27-47 
11-21-51 
10-24-51 
1-6-51 
9-71-51 
8-8-41 
5-31-50 
11-7-50 
4-28-52 
11-5-41 
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HOUSING ACT OF 1954 1937 


ED NAME ADDRESS DATE ISSUED 
l-47 PLANE, JAMES A. Los Angeles, Calif. 11-21-51 
PLUMLEIGH, RICHARD K. Los Angeles, Calif. 5-31-50 
-48 POCK, L. F. San Francisco, Calif. 5-12-52 
9-51 POCRASS, SIMON Cleveland, Ohio 6-30-48 
0-51 PODELL, MAX E. E. Chicago, Ind. Calument City, Ill. 6-21-45 
4-43 PODELL, MAX E. & SON E. Chicago, Ind. Calument City, Ill. 6-21-45 
4~43 PODELL, WILLIAM B. Milwaukee, Wis. 8-30-40 
3-45 POE, MARTIN M. Lakewood, N. J. 4-22-48 
1-51 POLETT, ALBERT Union City & Belleville, N. J. 2-16-49 
6-51 POLEY, CLARENCE Atlantic City, N. J. 8-24-45 
2-46 POLK, BROWNE B. Portland, Ore. 3-30-51 é 
7-49 POLK BUILDING MATERIALS CO. Portland, Ore. 3-30-51 : 
8-51 POLLE, JACK D. Sacramento, Calif. 11-20-50 
0-52 POPULAR HOME IMPROVEMENT CO. , INC. Newark, N. J. 6-30-50 
5-47 PORTA, ANGELLO Brooklyn, N. Y. 5-12-47 
7-40 PORTER, ROBERT Pittsburgh, Pa. 71-14-49 
8-51 PORTSMOUTH CONSTRUCTION CO. Portsmouth, Ohio 1-21-47 : 
9-52 POSEY, JAMES D. Fitzgerald, Ga. 4-27-42 
9-50 POSIVAL, EDDIE Dallas, Tex. 7-11-47 
3-51 POST, JAMES D. Newark, N. J. 6-30-50 
7-40 POWSNER, MAX Brooklyn, N. Y. 3-8-45 
8-45 PRATHER, GBORGE R. Nicholasville, Ky. 6-15-50 
3-41 PRATT, FREDERICK G. Knoxville, Tenn. 1-10-42 
3-41 PRICE, J. E. Elmira, N. Y. 12-3-40 
6-42 PRICE, J. F. A. Yakima, Wash. 12-11-41 
0-52 PRICE, MRS. N. M. St. Louis, Mo. 4-30-45 
2-42 PRINCE, J. A. Nutley, N. J. 6-22-50 
3-45 PRINGLE @ BEASLEY Hattiesburg, Miss. 6-13-49 
PRINGLE, J. LEON Hattiesburg, Miss. 6-13-49 
9-51 PROSSER, D. C. Stockton, Calif. 10-3-46 
9-51 PROWSE, ARTHUR G San Diego, Calif. 2-27-51 
8-51 PROWSE, R. T. JR. San Diego, Calif. 2-27-51 
8-51 PROWSE, R. T. SR. San Diego, Calif. 2-27-51 
6-51 PROWSE, R. T. & SONS San Diego, Calif. 2-27-51 
9-51 PRUDENTIAL WATER SOFTENER CO. Salt Lake City, Utah 12-17-51 
15-49 PUBLIC SERVICE CO. Portland, Ore. Helena, Billings & 11-30-51 
5-50 Missoula, Mont. 
2-50 PUDER, B. M. Miami, Fla. 2-11-52 
18-52 PUGET SOUND METAL WEATHERSTRIP CO. Seattle, Wash. 9-29-48 
5-52 PULLMAN ROOFING & CONSTRUCTION CO. Chicago, I11. 6-14-48 
18-52 PUNCH, MAURICE C. (JR.) Webster Groves & St. Louis, Mo. 10-8-52 
6-51 PURCELL, GLENN Los Angeles, Calif. 5-15-51 
7-61 PY, RICHARD Long Beach, Calif. 9-27-51 
17-51 Q 
16-51 ; 
20-47 QUACEL, ERICO Brooklyn, N. Y. 11-1-46 
10-42 QUALITY HOME IMPROVEMENT CO. Portland, Ore. 6-16-52 
QUATMAN, ELMER Dayton, Ohio 12-11-46 
30-49 QUATMAN SHEET METAL CO. Dayton, Ohio 12-11-46 
15-51 
23-49 R 
14-48 R & A DEPARTMENT STORE Magee, Miss. 2-29-52 
23-46 R. B. DECORATORS Houston, Tex. 4-25-51 
20-47 R & L CONSTRUCTION CO., INC. Cleveland, Ohio 12-17-51 
15-52 R & M SALES COMPANY Detroit, Mich. 12-4-52 
“8-50 RABINOWITZ, ISRAEL Houston, Tex. 4-25-51 
27-47 RACKLIN, GEORGE Toledo, Ohio 11-1-50 
21-51 RACZUK, MICHAEL Buffalo, N. Y. 11-15-51 
24-51 RADBILL, LAWRENCE Jacksonville, Fla. 6-4-48 
-6-51 RADBILL, MILTON E. Jacksonville, Fla. 6-4-48 
-7-51 RADIS, LOUIS New Haven, Conn. 1-22-48 
~8-41 RADMAN, DAN Miami, Fla. South Bend, Ind. 8-26-52 
31-50 RADMAN WATERPROOF COATING CO. Miami, Fla. 8-26-52 
~71-50 RAGUSO, SEBASTIAN Brooklyn & Central Islip, N. Y. 11-19-46 
28-52 RAHAIM, PHILLIP Worcester, Mass. 3-31-47 
-§-41 RAICA, CORNELL Levittown, L. I., N. Y. 8-30-50 
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1938 HOUSING ACT OF 1954 


RAYNE WATER CONDITIONING CO. 
RAYNE WATER SOFTENER COMPANY 


ROCCI, A. WARD 
ROCCI, ANTHONY W. 


ADDRESS DATE ISSUED 
Los Angeles, California 4-10-51 
Gary, Ind. 2-2-42 
Fairfax, men Silver Spring, Md. 2-28-51 
Pairfax, 2-28-51 
Brooklyn, os Y. §-12-47 
Brooklyn, N. Y. 3-8-45 
Gary, Ind. 2-2-42 
Gary, Ind. 2-2-42 
Angelica, N. Y. 12-17-51 
Angelica, N, Y 12-17-51 
Angelica, N. Y 12-17-51 
Angelica, N. Y 12-17-51 
San-Antonio, Tex 7-13-51 
San Jose, Calif 7-25-41 
San Jose, Calif 1-25-41 
N. Hollywood, Calif 9-20-51 


N. Hollywood, Glendale, Los Angeles, 9-20-51 
Lynwood. 


Detroit, Michigan 12-14-49 
New York, N. Y. Belleville, N. J. 6-21-45 
El Centro, Calif. ‘1-26-48 
El Centro, Calif. 1-26-48 
Fresno & Oakland, Calif. 2-29-52 
Tulsa, Okla. Modesto, Calif. 11-30-51 
Bellefontaine, Ohio 1-31-49 
Toledo, Ohio 3-1-40 
Brooklyn, N. Y. 2-16-48 
Richmond Hill, N. Y. 5-28-51 
Boise, Idaho 12-31-52 
Los Angeles, Calif. 11-8-50 
Los Angeles, Calif. 11-8-50 
Arlington, Va. 3-10-49 
Washington, D. C. 10-7-49 
N. Sacramento, Calif. 8-29-41 
Boise, Idaho 12-31-52 
New Brunswick, N J. 6-6-52 
Fresno & ptend, Calif. 2-29-52 
Brooklyn, N. Y. 8-23-48 
Cincinnati, Ohio 1-16-48 
ea ae Ind. 2-2-50 
Newport, 4-17-52 
never Ohio 12-17-51 
Grand Rapids, Mich. 5-2-50 
Philadelpnia, Pa. 2-16-49 
Jersey City, N. J. 4-24-52 
Jersey City, N. J. 4-24-52 
Oakland, Calif. 3-28-42 
Pittsburgh, Johnstown & Altoona, Pa. 7-14-47 
San Diego, Calif. 11-21-5f 
Los Angeles, Calif. 10-16-42 
Pittsburgh, Pa. 1-16-47 
Louisville, Ky. Jeffersonville, Ind. 1-12-50 
Norwich, Conn. 1-8-49 
Dallas, Tex. 12-28-51 
N. Hollywood, Calif. Las Vagas, Nev. 11-21-51 
Portland, Ore. 1-21-53 
Brooklyn, N. Y. 5-12-47 
Des Moines, Iowa 11-15-51 
Magee, Miss. §-7-52 
Wilkes-Barre, Pa. 5-1-45 
Oakland, Calif. 6-20-42 
Ashland, Ky. 6-30-49 
Oakland, Calif. 6-20-42 
Portland, Ore. 11-17-41 
Brighton, Mass. 11-21-51 





REPS SESREZEAZZRESSESSESSSSSSSSSBEESS SBESSSSSBSSBEESESESBBSSSSSEBESESEBE CE 


'SSUED 


-10-51 
2- 2-42 
- 28-51 
“28-51 
12-417 
38-45 
2-2-42 
2-2-42 
“17-51 
“17-51 
“17-51 
“17-51 
“13-51 
25-41 
-25-41 
20-51 
-20-51 


~14-49 
-21-45 
~ 26-48 
~26-48 
-29-52 
-30-51 
-31-49 
3-1-40 
-16-48 
-28-51 
-31-52 
1-8-50 
1-8-50 
- 10-49 
0-7-49 
29-41 
31-52 
6-6-52 
29-52 
|-23-48 
16-48 
2-2-50 
17-52 
}-17-51 
5-2-50 
1-16-49 
24-52 
i= 24-52 
1-28-42 
1-14-47 
-21-5f 
)- 16-42 
1-16-47 
|-12-50 
1-8-49 
28-51 
(-21-51 
|-21-53 
}- 12-47 
[-15-51 
§-7-52 
§-1-45 
}- 20-42 
}-30-49 
5-20-42 
|-17-41 
\-21-51 
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LEROY C. 
LILLIAN 

ROSE PLUMBING & HEATING CO. 
ROSEN, MORRIS 

ROSEN, THEODORE JACK 
ROSENBERG, DANIEL 
ROSENBERG, EDWARD C. 
ROSENBERG, S. HERMAN 
A. L. 

BENNY 

EDWARD 

GUY ROOFING CO. 
H. BARNEY 
IRVING 

JACK 

LARRY L. 
MARTIN J. 


A GBB RabGo 


. MURRAY 

ROSS, W. H. 

ROSSER, ROBERT L. 

ROSSER, T. L. 

ROSSER, T. L. ROOFING CO. 
ROSSMORE CONSTRUCTION CO. 
ROTH, BURNET S. 

ROTH, JACK 

ROTH, LEO 

ROTH, STEWART 

ROTHSTEIN, A. L. 
ROTHSTEIN, LEO 

ROULETTE, JOSEPH E. 
ROUND OAK SALES & SERVICE CO. 
ROUSE, D. S. 

ROW (ROWE OR ROE) HAROLD BURTON 
ROWE CONSTRUCTION CO. 
ROYER, JOHN F. 

RUBEN, MICHAEL 

RUBIN, EMORY 

RUBIN, HERMAN 

RUBIO, EMERY 


Chicago, I11. 

Chicago, Ill. 

Youngstown, Ohio 
Youngstown, Ohio 

Oak Park, Ill. 

Miami, Ple. 

Culver City, Calif. 
Duluth, Minn. 

Spirit Lake, Iowa 

Newark, N. J. 

Garden City, L. I., N. Y. 
Flint, Mich. 

Detroit, Mich. 

Syracuse, N. Y. 
Norristown & Philadelphia, Pa. 
San Antonio, Tex. 

Los Angeles, Calif. 
Norristown, Pa. 

New York, N. Y. 
Philadelphia & Norristown, Pa. 
Forest Hills, L. I., N. Y. 
Brookline, Mass. 

Tampa, Fla. 

Portland, Ore. Spokane, Wash. 
Detroit, Mich 

Brookline, Mass. 

Portland, Ore. 

New Rochelle, N. Y. 
Louisville, Ky. Portsmouth, Ohio 
Detroit, Mich. 

Los Angeles, Calif. 
Portsmouth, Ohio Louisville, Ky. 
Chicago, Ill. 

Los Angeles, Calif. 
Houston, Tex. 

Greensboro, N. C. 
Bennettsville, S. C. 
Bennettsville, S. C. 
Boise, Idaho 

Irvington & Newark, N. J. 
Miami Beach, Fla. 
Pittsburgh, Pa. 

Oil City & Bradford, Pa. 
Pittsburgh, Pa. 
Pittsburgh, Pa. 

Newark, N. J. 

Spencer, Ia. 

Pontiac, Mich. 

Ionia, Mich. 

Pittsburgh, Pa. 

Chicago, Ill. 

Atlantic City & Trenton, N. J. 
Jamaica, N. Y. 

Miami, Fla. 

Jamaica, N. Y. 

Gulfport, Miss. 

Kansas City, Kan. 

Los Angeles, Calif. 
Seattle, Wash. 

San Antonio, Tex. 

Seattle, Wash. 

Denver, Colo. 

Portland, Ore. 

Milwaukee, Wis. 
Philadelphia, Pa. 

San Antonio. Tex. 


1939 


DATE ISSUED 


6-14-48 
6-14-48 
12-23-47 
12-23-47 
2-14-50 
3-25-52 
2-27-41 
6-17-46 
11-22-49 
4-21-50 
9-3-48 
9-15-52 
4-25-51 
3-8-40 
5-5-52 
7-13-51 
10-16-42 
§-5-52 
10-9-44 
11-29-51 
2-28-51 
1-3-49 
1-18-52 
12-28-51 
4-25-51 
1-3-49 
5-12-48 
3-14-45 
1-21-47 
4-25-51 
8-11-50 
1-21-47 


5-1-52 
1-16-48 
4-30-52 
4-30-52 
4-30-52 

12-31-52 
4-30-42 
2-7-49 
11-16-42 
1-8-42 
11-16-42 
11-16-42 

7-9-41 

4-29-52 

11-19-47 
2-13-45 
9-25-44 
3-14-45 
4-24-50 
5-21-42 
8-31-51 
5-21-42 
2-29-52 
1-25-47 

9-7-51 
9-29-48 
7-13-51 
9-29-48 
3-14-41 
5-19-52 
8-29-42 
5-14-42 
7-13-51 


33 











.O, UTILITIES CORP. 


SAMUELS CONSTRUCTION CO. 
SAMUELS, MERRILL 


SAN ANTONIO HOME IMPROVEMENT CO. 


SAN ANTONIO SUPPLY CO. 
SANBORN, LEE A. 

SANFORD, MAX 

SANRUTEX INDUSTRIES, INC. 
SANTA FE CONSTRUCTION CO. 
SANTINI, JOHN J. 

SANTINI, SAM 

SANTO, JOHN 

SANTORO, CARMINE 

SAUER, JOSEPH 

SAUNDERS, ALLEN (AL) 
SAUNDERS, JAMES P. 
SAURIN, ARNOLD J. 

SAURIN, ARNOLD J. COMPANY 
SAV-ON SERVICE 

SAV-ON SOFT WATER CO. 
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ADDRESS DATE ISSUED 
Bossier City, La. 3-30-51 
Brooklyn, N, | a 1-9-48 
New Haven, Conn. 1-10-51 
Los Angeles, South Gate, Pomona & 3-30-51 
Riverside, Calif. 

New Rochelle, N. Y. 1-10-49 
San Antonio, Tex. 7-13-51 
Chicago, I11. 9-11-47 
Fort Wayne, Ind. 10-3-47 
Fort Wayne, Ind. 10-3-47 
Fort Wayne, Ind. 10-3-47 
Louisville, Ky. 5-20-47 
Portland, Ore. 6-16-52 
Chicago, Ill. 4-5-45 
New York, N. Y. 10-9-44 
Worcester & Clinton, Mass. 3-31-47 
Worcester, Mass. 3-31-47 
Chicago, I11. 10-24-51 
Toledo, Ohio 3~1-40 
Buffalo, N. Y. 5-28-48 
Buffalo, N. Y. 5-28-48 
Cleveland, Ohio 1-19-49 
Des Moines, Iowa 11-15-51 
San Antonio, Tex. 3-24-48 
San Antonio, Tex. 7-23-52 
W. Los Angeles, Calif. 11-21-51 
San Diego, Calif. 4-16-52 
Chicago, 111. 12-28-51 
Los Angeles, Calif. 8-20-48 
Brooklyn, N. Y. 5-12-47 
New York & Buffalo, N. Y. 5-31-50 
Brooklyn, N. Y. 5-12-47 
Brooklyn, N. Y. 12-17-49 
Philadelphia, Pa. 9-27-51 
Detroit, Mich. 5-20-52 
Tulsa, Okla. 2-15-50 
Los Angeles, Calif. 4-18-47 
Los Angeles, Calif. 4-18-47 
Los Angeles, Calif. 11-21-51 
Los Angeles, Calif. 11-21-51 
Yakima, Wash. 12-11-41 
San Antonio, Tex. 7-13-51 
Brooklyn, N. Y. 3-8-45 
Brooklyn, N. Y. 3-8-45 
Los Angeles, South Gate, Eagle Rock & 5-15-51 
Beverly Hills, Calif. 

DeWitt, Ark. 11-28-52 
DeWitt, Ark. 11-28-52 
Smithtown Branch, N. Y. 9-25-50 
Floral Park, L. I., N. Y. 1-12-49 
Cleveland, Ohio 6-30-47 
Cleveland, Onio 1-19-49 
Buffalo, N. Y. 8-16-51 
Springfield & Columbus, Ohio 5-1-47 
Louisville, Ky. 1-11-42 
Jackson Heights, N. Y. 1-8-45 
Billings, Mont. 3-22-39 
Norwich & Waterford, Conn. 5-2-50 
Los Angeles, Calif. 6-12-51 
Reading Pa. 11-29-51 
S. Ozone Park & Hollis, L. I., N. ¥. 12-11-41 
Hollis, L. I., N. Y. 12-11-41 
Miami Beach, Fla. 2-7-49 
New York & Brooklyn, N. Y. 2-13-45 


QOLA QBUOABRLLLSVVEEEEEBLEBLALLABCEEEESRLLLS Beene LELOL2VLeeeeeeeeeeeeese = 


[SSUED 


~30-51 
7-9-48 
-10-51 
~30-51 


-10-49 
-13-51 
~11-47 
0-3-47 
0-3-47 
0-3-47 
~20-47 
~16-52 
4-5-45 
0-9-44 
~31-47 
~31-47 
~24-51 
3~1-40 
~28-48 
~28-48 
~19-49 
-15-51 
-24-48 
-23-52 
-21-51 
-16-52 
~28-51 
~20-48 
~12-47 
~31-50 
~12-47 
-17-49 
-27-51 
“20-52 
“15-50 
~18-47 
~18-47 
-21-51 
-21-51 
-11-41 
-13-51 
3-8-45 
3-8-45 
-15-51 


-28-52 
“28-52 
~25-50 
~12-49 
-30-47 
-19-49 
-16-51 
5-1-47 
~11-42 
1-8-45 
-22-39 
5-2-50 
“12-51 
-29-51 
-11-41 
~11-41 
2-7-49 
~13-45 





HOUSING ACT OF 1954 


NAME 


SCHNEIDER, LOUIS 
SCHNEIDER, MARY (MRS. LOUIS) 
SCHNEIDER, W. C. 


SCHULTZ, M. L. & COMPANY 
SCHULTZ, M. L. COMPANY (INC)) 
SCHULTZ, MORTIMER L. 

SCHUMAN, SLEO G. 

SCHUMANN, ESTHER (MRS. PAUL) 
SCHUMANN, PAUL 

SCHUSTER, MICHAEL (MIKE) 
SCHWARTZ, ALBERT 

SCHWARTZ, HAROLD 

SCHWARTZ, HARRY 


SCHWARTZ, LOUIS 


SCIENTIFIC HOME IMPROVEMENT CO. 


SCOLLY, JACK 
SCOTT, A. J. 
SCOTT, DAVID JOHNSTONE III 
(A/K/A DAVID J. & D. J.) 
SCOTT, KERMIT R. 
SCOTT, W. K. 
SWZ JOSE 
. JOSEPH 
SEATTLE ROCK WOOL INSULATION 
SECURITY CONSTRUCTION CO. 
SEELEY, OTIS 
SEIFRED CONSTRUCTION CORP. 
SEIFRED, RICHARD V. 
SEIFRED, W. KYLE 
SELECT HOUSING SALES 
SELF, CONRAD B. 
SELIG, MILTON E. 
SELK, CARL 
SENOUR, CLAUD H. 
SENOUR, JAMES D. 
SENOUR, MURRAY 
SERVALL GAS COMPANY 
SHANKLE, HERBERT C. 
SHANNON, MICHAEL 
SHAPTRO, ABRAM 
SHAPIRO, MURRAY 
SHAW, BEN 
SHAW, FRANK 
SHAW, HAROLD 
SHAW PLUMBING & HEATING CORP. 
SHAW, SAMUEL 
SHAW, 
SHAW, 
SHAW, . COMPANY 
SHAW, WILLIAM H. 
SHELL, N. 
SHEPARD, FLOYD K. 


<== 
zon 


SHERMAN CONSTRUCTION CO. 


New York, & Brooklyn, N. Y 

New York, N. Y.-Brooklyn, N. Y. 
Beverly Hills, & Pomona, Calif. 
Cleveland, Ohio 

Jamaica, N. Y. 

Yonkers, N. Y. 

Woodbury & Lake Tract, N. J. 
Brooklyn & New York, N. Y. 
Sebring, Pla. Springfield, I11. 
Van Nuys, Calif 

Jamaica, N. Y. 

Plainfield, N. J. 

Plainfield, N. J. 

Plainfield, N. J. 

San Jose, Calif. 

Canton, Ohio 

Canton, Ohio 

Shreveport, La. 

Chicago, I11. 

Flushing, N. Y. 

E. Boston, Somerville, Lawrence & 
North Adams, Mass. 

Brooklyn, N. Y. 

Detroit, Mich. 

Hamilton, Cincinnati & Lima, Ohio 
International Falls, Minn. 
Mobile, Ala. Biloxi & 

Meridian, Miss. 

Charleston, W. Va. 

Birmingham, Ala.-Richmond, Va. 
Tulsa, Okla. 

Buffalo, N. Y. 

Seattle, Wash. 

Montclair, N. J. 

Syracuse, N. Y. 

Somerville, Mass. 

Somerville, Mass. 

Somerville, Mass. 

Forest Hills, L. I., N. Y. 
Martinsville, Ind. 
Philadelphia, Pa. 

Los Angeles, Calif. 

St. Joseph & Benton Harbor, Mich. 
St. Joseph & Benton Harbor, Mich. 
St. Joseph & Benton Harbor, Mich. 
Alexander City, & Goodwater, Ala. 
Detroit, Mich. 

Chicago, I11. 

Newark, N. J. 

Birmingham, Ala. 

Cleveland, Ohio 

Columbus & Springfield, Ohio 
Plushing, N. Y. 

Brooklyn & Long Island, N. Y. 
Brooklyn & Long Island, N. Y. 
Springfield & Columbus, Ohio 
Columbus & Springfield, Ohio 
Baltimore & Hyattsville, Md. 
Baltimore & Hyattsville, Md. 
Jamaica, New York 

Hollywood, San Bernardino & 
Oakland, Calif. 

Jersey City, N. J. 

Birmingham, Ala. 

Canton, Ohio 

St. Louis, Mo. 


1941 


2-13-48 
2-13-45 
11-21-51 
5-20-48 
5-21-42 
5-26-42 
8-11-45 
12-23-46 
4-11-42 
4-29-52 
5-21-42 
6-6-52 
6-6-52 
6-6-52 
9-6-51 
1-9-47 
1-9-47 
1-21-53 
7-13-50 
9-11-51 
2-3-48 


7-25-45 
7-14-50 
1-31-49 
11-16-45 
8-28-50 


1-7-4 


7-14-50 
10-24-51 
5-19-41 
6-6-52 
3-10-48 
5-1-47 
9-11-51 
11-17-49 
11-17-49 
5-1-47 
5-1-47 
11-28-49 
11-28-49 
5-21-42 
1-4-52 


12-7-50 
5-3-45 
1-9-47 

9-12-45 
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1942 HOUSING ACT OF 1954 


SHUCART, HENRY H. 

SIBIUM, JOHN M. (SIRIBIUM SEBARIUM) 

SICKLER, EARL 

SIEGAL, ABNER 

SIEGEL, EDWARD 

SILVA, ANTHONY 

SILVER LINE INSULATION CO. 

SILVERMAN, MANN 

SILVERMAN, STANLEY 

SILVER SPRING INSULATION CO. 

SIMMONS. CHARLES (CHUCK) 

SIMMONS, MICHAEL 

SIMMONS, PETER 

SIMMONS, T. A. 

SIMMONS. THOMAS A. 

SIMON, JACK 

SIMON, JOHN (JOHN H.) 

SIMON, M. 

SIMONE, CHARLES 

SIMONS, JACK 

SIMS. JAMES M. 

SIMS, LESTER 

SINGER, SAM 

SKAFF, SIDNEY H. 

SKELTON, NORMAN 

SLATER, WAYNE D. 

SLOAN, LEE 

SLOAN, NATHAN 

SLOTKIN, LARRY 

SMITH, BURDETTE J. 

SMITH, CHARLES 

SMITH, DAVID B. 

SMITH, DON 

SMITH, EARL B. 

SMITH, EVANS A. (JR. ) 

SMITH, HAROLD (JR. ) 

SMITH HEATING SERVICE 

SMITH, HERBERT RALPH 

SMITH, IRVIN 

SMITH, J. A. R. 

SMITH, MALCOLM N. 

SMITH, NATE 

SMITH, OSCAR 

SMITH’ S PAINT STORE 

SMITH, PAUL 

SMITH, PAUL COMPANY (THE) 

SMITH, ROBERT A. 

SMITHSON, MELVIN A. 

SMUCKLER, ART 

SNYDER, K. 

SOCALL, LARRY C. 

SOHMER, HENRY 

SOHNEN, JOSEPH 

SOKOLOFF, HYMAN 

SOLES, JAMES C. 

SOLOMON, H. J. 

SOLOMON, JAY 

SOLOWITZ, HENRY 

SORCE CONSTRUCTION CO. 

SORCE, JAMES (JR. ) 

SOUTH CITY SALES CO. 

SOUTHEASTERN PLUMBING & HEATING CO. 

SOUTHERN NURSERIES AND LANDSCAPING 
SERVICE 

SPAINHOUR, WALTER 

SPARBER, ARTHUR L. 
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ADDRESS DATE ISSUED 
St. Louis, Mo. 8-14-47 
Brooklyn, N. Y. 11-30-51 
Newark, Belmer & Bradley Beach, N. J. 9-15-39 
Newark, N. J. 8-3-42 
Brooklyn, N. Y. E. Rutherford, N. J. 9-27-51 
Santa Ana % Culver City, Calif. 8-27-52 
St. Louis, Mo. 9-12-45 
Detroit, Mich. 1-27-50 
Atlanta, Ga. 11-14-50 
Silver Spring, Md. 5-10-48 
Silver Spriag, Md. Fairfax, Virginia 2-28-51 
Dorchester, Mass. 4-21-50 
Atlantic City, N. J. 8-24-50 
Silver Spring, Md. Fairfax, Va. 2-28-51 
Silver Spring, Md. Fairfax, Virginia 2-28-51 
Richmond Heights, Mo. 8-12-49 
Richmond Heights, Mo. 1-3-45 
Boston, Mass. Manchester, N. H. 1-22-43 
Knoxville, Tenn. Linden, N. J. 10-29-41 
Cincinnati, Ohio 11-10-47 
Montgomery, Ala. 10-25-49 
Houston, Tex. 3-28-52 
Newark, N. J. 10-5-39 
Lowell, Mass. 2-71-47 
Milwaukee, Wis. 6-2-50 
Toledo, Ohio 9-2-47 
Omaha, Neb. 11-29-51 
Alexandria, Va. 9-27-48 
Los Angeles, Calif. 3-30-51 
Wellsville, Ohio 12-21-49 
Portland, Ore. 11-9-50 
Washington, D. C. 9-19-41 
Joplin, Mo. 1-29-42 
San Antonio, Tex. 7-27-39 
Shreveport, La. §-4-51 
Topeka, Kan. 3-3-48 
Wellsville, Ohio 12-21-49 
Berkeley & Oakland, Calif. 3-3-48 
Portland, Ore. 11-30-51 
Lake Charles, La. 11-7-50 
Meridian, Walnut Springs & Glen Rose, Tex. 3-10-49 
Houston, Tex. 5-21-42 
Evansville, Ind. Paducah, Ky. 8-24-50 
Bogalusa, La. 6-29-39 
Cleveland, Ohio 10-25-49 
Cleveland, Ohio 10-25-49 
Kansas City, Mo. 3-7-51 
Newark, N. J. 8-24-50 
Toledo, Ohio 6-17-48 
El Centro, Calif. 1-26-48 
E. Detroit, Mich. 7-29-52 
Albany, N. Y. Norfolk, Va. 5-11-45 
Irvington, N. J. 4-28-45 
Bronx & New York, N. Y. 11-29-51 
Biloxi, Miss. 7-21-50 
New York, N. Y. 7-25-40 
Rego Park, L.I., N. Y. 5-12-50 
Albany, N. Y. Norfolk, Va. 5-11-45 
Newark, N. J. 9-26-44 
Belleville, N. J. 9-22-47 
Tallahassee, Fla. 4-4-52 
Tuskegee, Ala. 8-20-52 
Little Rock, Ark. 3-16-48 
Salt Lake City, Utah 6-25-46 
Los Angeles, Calif. 9-6-51 
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HOUSING ACT OF 1954 


SPARKES, JACK 
SPARKLING INDUSTRIES, INC. 
SPARKLING SERVICE CORP. 


SPARKLING WATER SOFTENER CO., INC. 


SPARKS AWNING CO. 
SPARKS, L. G. 

SPARKS, L. G. COMPANY 
SPARKS, WALLACE A. 
SPARLING, CHARLES E. 
SPARO, MARTIN 
SPAR-RIM COMPANY 


STACK & ASSOCIATES, INC. 
STACK, EDWARD G. 

STAHL, NED 

STAHL, SAM 


STANDARD HEATING & CONTRACTING 
CORP. 
STANDARD HOME IMPROVEMENT CO. 


STANDARD IMPROVEMENT & ROOFING CO. 


STANDARD ROOFING CO. 
STANDISH ROOFING CO. 
STANLEY, HENRY M. 


STANLEY, L. L. 

STANLEY, L. L. CO. 

STANLEY STORM WINDOW CO. 
STATE FUEL CONSERVATION CO. 


STERLING’ S LIGHTING FIXTURE CO. 
STERLING, LOUIS 

STERLING, PAULINE R. 

STEVENS CONSTRUCTION CO. 


Washington, D. C. 


Los Angeles, Compton & Ontario, Calif. 


Ontario, Calif. 


Los Angeles, Compton & Ontario, Calif. 


Orlando, Fla. 

W. Los Angeles, Calif. 

W. Los Angeles, Calif. 
Indianapolis, Ind. 

Norwich & Waterford, Conn. 
Birmingham, Ala. 

Norwich, Conn. 

Pasadena, Calif. 

Houston, Tex. 

Utica, N. Y. 

Utica, N. Y. 

Utica, N. Y. 

Detroit, Mich. 

Spencer, Ia. Worthington, Minn. 
Springfield, Mass. 
Pasadena, Tex. 

Los Angeles, Calif. 
Portland, Ore. 

Los Angeles, Calif. 

Battle Creek, Mich. Englewood, Colo. 
Portland, Ore, 

Dayton, Ohio 

Dayton, Ohio 

Evansville, Ind. 
Pittsburgh, Pa. 

Newark, N. J. 

New Haven, Conn. 

Brooklyn, N. Y. 


Indianapolis, Ind. 

San Francisco, Calif. 
Hyattsville & Baltimore, Md. 
Detroit, Mich. 

Boise, Idaho £] Monte, Calif. 
Sheridan, Wyo. Mesa, Ariz. 
Cambridge, Minn. 

Cambridge, Minn. 

Denver, Leadsville & Montrose, Colo. 
Portland, Ore. 

Buffalo, N. Y. 

Forest Hills, L. I., N. Y. 
Brooklyn, N. Y. 

Pittsburgh, Pa. Knoxville, Tenn. 
Muncie, Ind. 

Philadelphia, Pa. 

Newark, N. J. 

Philadelphia, Pa. 
Philadelphia, Pa. 
Philadelphia, Pa. 
Philadelphia, Pa. 

Los Angeles, Calif. 

Houston, Tex. 

Morgantown, W. Va. 

Fontana & Los Angeles, Calif. 
San Antonio & Houston, Tex. 
Fontana & Los Angeles, Calif. 
Paducah, Ky. 

Detroit, Mich. 

Portland, Ore. 

Chicago, Ill. 

Staten Island, N. Y. 


1943 


DATE ISSUED 


3-2-49 
6-12-51 
6-12-51 
6-12-51 
1-10-49 

11-21-51 
11-21-51 
4-13-51 

7-8-49 

6-6-52 

7-8-49 

11-13-45 

1-8-48 

4-8-52 

4-8-52 

4-8-52 
4-30-51 
4-29-52 
1-10-47 


-12-52 
-28-49 
2-31-52 
5-23-47 


3-18-49 
3-18-49 
9-17-48 
11-30-51 
11-13-46 
2-28-51 
1-14-48 
10-29-41 
3-28-52 
8-19-48 
7-31-51 
8-19-48 
8-19-48 
8-19-48 
8-19-48 
4-22-49 
2-3-49 
9-30-48 
5-31-50 
2-18-44 
5-31-50 
5-13-41 
6-22-39 
5-12-48 
1-23-42 
11-30-51 
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SUPERIOR FURNACE CO. 
SUPERIOR IMPROVEMENT CO. 
SUPERIOR ROOFING & SIDING CO. 


T @ W CONSTRUCTION CO. 

TABER, CLAUDE 

TABON, DONALD (DON) 

TACOMA METAL WEATHERSTRIP CO. 

TALBOT, KENNETH 

TALMADGE, PRANK 

TANNENBAUM, SIDNEY H. 

TANNER, ALBERT 

TANNER, CHARLES 

TANNER, RUSSELL LEE 

TAYLOR, ROY G 

TEXAS IMPROVEMENT CO. 

TEXAS INSULATION CO. 

THAKE, E. J. 

THEMIS, KASTAS (GUS) 

THERMAL ENGINEERING SERVICE 

EDGAR H. 

GEORGE 

HARVEY 

HARVEY HOME BEAUTIFYING CO. 

THOMAS, O. H. 

THOMAS, 0. H. 

THOMAS, P. A. 

THOMAS & PRICE COMPANY 

THOMAS, ROBERT 

THOMPSON HILL AIR CONDITIONING CO. 

THOMPSON INSULATION & MANUFACTURING 
COMPANY 
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HOUSING ACT OF 195% 


Los Angeles, Calif. 


ADDRESS DATE ISSUED NAME, 
St. Louis, Mo 6-4-5) THOMP: 
Pittsburgh, Pa 11-28-59 THOMPS 
Corona, L. I., N. Y. 1-12-49 THORN’ 
San Antonio. Tex. 7-13-51 THORP! 
Los Angeles, Calif. 9-7-5) THORS’ 
San Antonio, Tex. 723-48 THRASI 
San Antonio, Tex. 7-23-48 TRIP 
San Antonio, Tex. 1-23-48 TIDAB. 
Steele, Ma. 10-8-52 TIDAB: 
Worcester, Mass. 3-8-40 TILE | 
Worcester, Mass. 3-8-40 TILLS 
Helena, Butte, Missoula, Bozeman, 11-30-5) TIMBE 
Billings, Lewistown & Great Falls, Mont. TIPTO 
Portland, Ore. TITMU 
Nutley, N. J. 1-23-51 TODD, 
New Orleans, La. 11-28-51 TOLCH 
Los Angeles, Calif. 2-3-50 TOMBL 
Boise, Idaho 12-31-52 TORIN 
Hollywood. Calif. 1-4-52 TORTO 
Muscatine, Iowa 11-28-51 TRETO 
Mt.Vernon, N. Y. 4-20-50 TRIAD 
Mt.Vernon, N. Y. 4-20-50 TRICO 
Mt.Vernon, N. Y. 4-20-50 
Absecon, N. J. 11-21-46 TRIGG 

7-11-51 

1-31-49 


Cincinnati Hamilton & Lima, Ohio- 
Connersville, Ind. 
Mason,City, Ia. 
Chicago, I11. 
Richmond Heights, Mo. 
Syracuse, N. Y. 
Miami, Fla. 

Oil City, Pa. 
Charlotte, N, C. 
University City, Mo. 
Hackensack, N. J. 


T 


North Hollywood, Calif. 
Asheville, N. C. 

San Antonio, Tex. 

Seattle, Wash. 

Forest Hills & Brooklyn, N. Y. 
Buffalo, N, Y. 

Patchogue, N. Y. 

North Hollywood, Calif. 
Chicago, Ill. Houston, Tex. 
Des Moines, lowa 

San Francisco, Calif. 

San Antonio, Tex. 

San Antonio, Tex. 

Bradford, Pa. 

Brooklyn & New York, N. Y. 
Biloxi & Meridian, 
Kansas City, Kan. 
Indianapolis, Ind. 
Glendale, Calif. 
Glendale, Calif. 
Lyman, S. C. 
Tallahassee, Fla. 
Yakima, Wash. 
Yakima, Wash. 
Long Beach, Calif. 
Brooklyn, N. Y. 


Toledo, Ohio 


St. Louis, Mo. 


Miss. Mobile, Ala. 




























10-9-42 
§-21-48 
9-26-44 


5-18-49 
1-3-49 
7-13-51 
9-29-48 
6-30-52 
3-8-40 
8-11-50 
3-18-49 
1-31-51 
8-10-Si 
7-9-41 
11-28-52 


2 95,95eeseeg222 2222222 


7-23-48 UNIO 
2-29-40 UNIC 
2-13-45 UNIT 
8-28-50 Co 
10-27-50 UNIT 
11-3-49 UNIT 
10-8-52 UNIT 
10-8-52 U. § 
11-27-42 vu. 
4~4-52 Us 
12-11-41 Us 
12-11-41 U. § 
9-27-51 UNIV 
2-3-49 UNIN 
UNIN 

6-17-48 I 





HOUSING ACT OF 1954 


THOMPSON, JIM 

THOMPSON, WILLIAM 
THORNTON, OLEN R. 

THORPE, GORDON 
THORSTENSONS’ , INC. 
THRASH, MERLE (MERL) 
THRIFTY WATER SOFTENER CO. 
TIDABACK, HENRY 

TIDABACK, ROBERT 

TILE CRAFT COMPANY 
TILLSON, STANLEY C. 
TIMBERLAKE, HUNTER (JR. ) 
TIPTON, DAVID W. 

TITMUS, W. R. 

TODD, DONALD J. 

TOLCH, SAM 

TOMBLIN, J. 0. 

TORINO, ALBERT 

TORTORELLO, PATRICK 
TRETOLA, JOSEPH 

TRIAD CONSTRUCTION ASSOCIATES, INC. 
TRICO ROOFING & SIDING CO. 


TRIGG, 0. G. 
TROCK, ANNE 
TROCK, JULES 
TROMBLEY, M. M. 
TROMBLEY, NOAH 
TROMBLEY, NORMAN 
TROY, &. 

TROY, IRVING 


TROY, KENNETH B. 


TUTTLE, W. L. PLUMBING & HEATING 
CONTRACTORS & ENGINEERS 

TUTTLE, WILLIAM 

TUTTLE, WILLIAM LEON 


UNGER, BERT 

UNGER, PAUL 

UNION CONSTRUCTION CO. 

UNION ROOFING & INSULATING CO. 

UNITED HEATING & AIR CONDITIONING 
COMPANY, INC. 

UNITED INSULATION CO. 

UNITED REALTY COMPANY 

UNITED ROOFING & SIDING OO. 

U, S. CONSTRUCTION CO., INC. 

U. S, PUBL CONSERVATION CO., INC. 

U. S. MUTUAL WATER SOFTENER CO. 

U. S, ROCK WOOL INSULATION CO. 

U. S. TILE COMPANY 

UNIVERSAL CONTRACTING CO. 

UNIVERSAL CONTRACTING CO. 

UNIVERSAL HEATING & AIR CONDITION- 
ING COMPANY 


Houston, Tex. 

Toledo, Ohio 

Los Angeles, Calif. 

Los Angeles, Calif. 

New York & Brooklyn, N. Y. 
Indianapolis, Ind. 

Los Angeles & Alhambra, Calif. 
Newark, N. J. 

Newark, N. J. 

Richmond Heights, Mo. 
Reading, Pa. 

Brooklyn, N. Y. 

Grand Island, Neb. 

Portland, Ore. 

Los Angeles, Calif. 

Los Angeles, Calif. 

San Antonio, Tex. 

Brooklyn, N. Y. 

Nutley, N. J. 

Boston, Mass. 

Jamaica, N. Y. 

E. Boston, Somerville, Lawrence & 
North Adams, Mass.. 

Kansas City, Kan. 

W. Hollywood & Oakland, Calif. 
W. Hollywood & Oakland, Calif. 
Detroit, Mich. 

Detroit, Mich. 

Detroit, Mich. 

Nutley, N. J. 

Forest Hills, L. I. N. Y. 

E. Rutherford, N. J. 


Brooklyn, N. Y. & Forest Hills, N.Y. 


Los Angeles, Calif. 
Newark, N. J. 

Newark, N. J. 
Bellerose, L. I. N. Y. 
Brooklyn, N. Y. 
Miami, Fla. 
Philadelphia, Pa. 
Detroit, Mich. 
Houston, Tex. 


Houston, Tex. 
Houston, Tex. 
Houston, Tex. 


U 


Newark, N. J. 

New York, N. Y. 
Memphis, Tenn. 
Grand Rapids, Mich. 


Baltimore & Towson, Md. 
Corpus Christi, Tex. 
Baltimore, Md. 
Atlanta, Ga. 

Richmond Hill, N. Y. 
Jamaica, N. Y. 
Beverly Hills& Pomona, Calif. 
San Diego, Calif. 
Chicago, Ill. 
Bethesda, Md. 
Portland, Ore. 


Auburn, N. Y. 


1945 


DATE ISSUED 


3-28-52 
6-17-48 
9-20-51 
11-8-50 
10-29-48 
4-13-51 
6-29-51 
10-27-49 
8-23-50 
8-12-49 
11-29-51 
12-24-41 
11-30-51 
11-30-51 
9-7-51 
8-11-50 
7-23-48 
5-12-47 
7-23-51 
6-5-47 
4-19-48 
2-3-48 


9-15-41 
11-21-51 
11-21-51 

6-22-39 

6-22-39 

6-22-39 

7-23-51 

3-17-48 


6-23-48 
4-4-47 
4-21-50 
4-7-43 
6-4-52 
5-12-47 
3-25-52 
5-12-52 
10-31-47 
9-26-47 


9-26-47 
9-26-47 
9-26-47 


8-31-49 
9-20-49 
12-31-52 
5-2-50 


2-3-50 
1-16-51 
9-12-50 
4-17-52 
5-28-51 

4-1-48 

11-21-51 
11-21-51 
10-21-48 
2-14-49 
1-21-53 


1-5-49 
39 








1946 


UNIVERSAL HOME IMPROVEMENT CO. 
UNIVERSAL HOME INSULATION CO. 
UNIVERSAL REROOFING COMPANY 
UNIVERSAL ROCKWOOL INSULATION CO. 
UNIVERSAL SALES COMPANY 
UNIVERSAL WATER SOFTENER CO. 


UNTERMAN, PAUL 


VALE, L. 

VALINDS 

VALIND, NORBERT R. 

ee HEATING & AIR CONDITIONING 


VALLEY IMPROVEMENT CO. 
VALLEY STORM SASH CO. 
VALLEY WATER SOFTENER CO. 
VAN NATTA, R. K. 

VAN OSTERBRIDGE, CORNELIUS 
VANPORT HIGHWAY MARKET 
VAN SANTEN, J. 

VANCE, EDWARD 

VANCE, J. D. 


VIDAVER, RICHARD F. (FALK) 
VIGIL, M. F. 
VIGLIATURA, PETER 
VIKING ROOFING CO. 
VINCENT, EDWARD 
VINCENT, HOWARD 
VINOCUR, LOUIS M. 
VITOLO, CARMINE ERNEST 
VOELKER, FRED 

VOGEL, EDWARD (EDDIE) 
VOGT, ED 

VOGUE, EDWARD (EDDIE) 
VOIT, STANLEY E. 

VOLK, EDWARD (EDDIE) 
VOSS, COMPANY (THE) 
VOSS, GEORGE T. 


WACTOR INSULATION CO. 
WACTOR, JAMES 

WACTOR & SON 

WAGNER HEATING & IMPROVEMENT CO. 
WAGNER, JOHN 

WAGNER, LEROY HARRY 
WAGNER, WILLIAM 
WAHN-EVANS COMPANY 
WAHN, MACK 

WAITE, JEROME C. 
WALDMAN, HERMAN P. 
WALDRON, F. T. 
WALKER, ALBERT 
WALKER, ARVILL 
WALKER, MORTON 
WALKER, ROBERT L. 
WALKER, ROBERT W. 
WALKER, WARREN BURTON 
WALL, C. C. (JR. ) 
WALLACE, CHARLES 
WALLER, ROBERT J. 
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HOUSING ACT OF 1954 


Memphis, Tenn. 

W. New York, N. J. 
Bethesda, Md. 

W. New York, N. J. 
Memphis, Tenn. 

Los Angeles, South Gate, 
Pomona @ Riverside, Calif. 
New Orleans, La. 


Vv 


Hamilton & Middletown, Ohio 
Chetek & Marshfield, Wis. 
Chetek & Marshfield, Wis. 
Oak Park, I11. 


Milwaukee, Wis. 
Saginaw, Mich. 
El Centro, Calif. 
Bellflower, Calif. 
Irvington, N. J. 
Portland, Ore. 
Pittsburgh, Pa. 
Houston, Tex. 
Longview, Tex. 
Burbank, Calif. 
New York, N. Y. 


Hollywood, San Bernardino @ Oakland, Cal. 1-4-52 


Chicago, I11. Houston, Tex. 
Philadelphia, Pa. 

Worcester, Mass. 

White Plains, N. Y. 

Houston, Tex. 

Toledo, Ohio 

Miami, Fla. 

Breoklyn, N. Y. 

Irvington, N. J. 

Fresno & Oakland, Calif. 

Fresno Oakland & Los Angeles, Calif. 
Fresno & Oakland, Calif. 

Buffalo, N. Y. 

Fresno, Oakland & Los Angeles, Calif. 
Omaha, Neb. 

Omaha & Grand Island, Neb. 


w 


Meridian, Miss. 
Hammond, La. 
Hammond, La. 
Detroit, Mich. 
Springfield, Mo. 
Chicago, I11. 
Detroit, Mich. 
Cincinnati, Ohio 
Cincinnati, Ohio 
San Antonio, Tex. 
Atlantic City & Trenton, N. J. 
Glendale, Calif. 
Buffalo, N. Y. 
Houston, Tex. 
Brooklyn, N. Y. 
Cleveland, Ohio 
Cleveland, Ohio 
Oakland & Berkeley, Calif. 
Jackson, Tenn. 
Indianapolis, Ind, 
Des Moines, Iowa 


DATE ISSUED 



































10-1-48 
6-30-50 
2-14-49 
6-30-50 
10-21-48 
3-30-51 


1-28-53 
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5-12-47 
11-22-40 
2-29-52 
2-29-52 
2-29-52 
11-17-47 
2-29-52 
1-28-49 
1-28-49 


9-11-47 
9-11-47 
9-11-47 

8-9-51 
4-11-52 
5-22-46 

8-9-51 
9-17-48 
9-17-48 
3-24-48 
4-24-50 

1-8-43 
8-16-51 

2-3-49 
8- 18-52 
8-12-49 
8-12-49 

3-3-48 
12-30-47 
5-23-52 

9-5-47 
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0-1-48 
}~ 30-50 
~14-49 
~30-50 
~21-48 


~ 28-53 
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JACK 

WATER CONSULTANT SERVICE 
WATERLAND, NORRIS T. 
WATERS, HAROLD 

WATTS, C. W. 

WATTS ROOFING & SIDING CO. 
WAX, S. M. 

WAYMIRE, GLENN 

WEATHER WINDOW COMPANY 
WEAVER, CLOYD C. 

WEAVER COAL & SUPPLY OO. 
WEAVER, GEORGE 
WEHME, GUSTAV 
WEIL, LOUIS S. *DOC* 
WEINBERG, S. JORGES 
WEINBERGER, MORTON 
WEINER, HYMAN 
WEINER, SIDNEY 
WEINSTEIN, JACK 
WEINTRAUB, HENRY 
WEISS, HERBERT B. 
WELLMAN, AL 

WELLMAN, RALPH 
WENDRUFF. JACOB 


WERNER, WILLIAM 

WEST, ELWOOD 

WESTBIN, MACK 

WESTBIN, MAX 

WEST COAST HOME IMPROVEMENT CO. 
WESTERMAN HEATING CO. 
WESTERMAN, LOUIS C. 

WESTERN ROCK WOOL ©O., INC. 
WESTERN STATES CONTRACTING CO. 


WESTON, LAIRD (JR. ) 
WETHERBY, KEITH 

WHEATLEY, JAMES ELKINS 
WHEATLEY ROOFING COMPANY 
WHITAKER, WILLIAM A. (JR. ) 
WHITBRED, EDWARD J. 

WHITE, ANDREW 


WHITE BROTHERS BUILDING & SUPPLY ©. 


WHITE, CARROLL J. 
WHITE, CHARLES 

WHITE, CLAIR A. 

WHITE CONSTRUCTION CO. 
WHITE, DON M. 

WHITE, GEORGE E. 
WHITE, IRA L. 


Irvington & Newark, N. J. 
Baltimore, Md. 

Venice, Calif. 

Houston, Tex. 

Syracuse, N. Y. 

Columbus, Ohio 

Columbus, Ohio 

Beaumont, Tex. 

Harbison Canyon, Calif. 

Harbison Canyon, Calif. 

EB. Orange & Newark, N. J. 

New York& Binghamton, N. Y. 
Hazelton, Pa. Nutley, N. J. 

New York, N. Y. 

Oakland, Calif. 

Portland, Ore. 

N. Hollywood, Calif. 

Lewistown, Mont. 

Newark, N. J. 

Brookhaven, Miss. 

Brookhaven, Miss. 

Portland, Ore. 

Biloxi& Meridian, Miss. Mobile, Ala. 
Baltimore, Md. Reading, Pa. 
Wooster, Ohio 

Wooster, Ohio 

Los Angeles, Calif. 

Niles, Mich. 

Boston, Mass. Cincinnati, Ohio 
Baltimore, Md. Manchester, N. H. 
Chicago, I11. 
Newark& Rockaway, N. J. 
Little Rock, Ark. 

Los Angeles, Calif. 
Springfield, Mass. 
Pittsburgh, Pa. 

San Diego, Calif. 
Louisville, Ky. 
Louisville, Ky. 
Brooklyn, N. Y. Teaneck & 
Scotch Plains, N. J. 
Los Angeles, Calif. 
Louisville, - 
Brooklyn, N. 
Brooklyn, N. :. 

Los Angeles, Calif. 
Newport, Ky. Cincinnati, 
Newport, Ky. Cincinnati, 
Grand Island, Neb. 
Ashton, Sturvis, Sioux Falls & 
Redfield, S. D. Zillah & Seattle, 
Pittsburgh, Pa. 

Scranton, Pa. Camden, N. J. 
Louisville, Ky. 

Louisville, Ky. 

Sandy, Utah 

Erie, Pa. 

Jamaica, N. Y. 

Big Stone Gap, Va. 

Upper Darby, Pa. 

Yeadon & Philadelphia, Pa. 

Big Stone Gap, Va. 

Toledo, Ohio 

Big Stone Gap, Va. 

Worcester, Mass. 

Dearborn, Mich. 


Ohio 
Ohio 


1947 
DATE ISSUED 


5-21-42 
1-16-51 
7-31-51 
1-8-51 
1-18-51 
9-26-47 
9-26-47 
5-10-41 
3-27-42 
3-27-42 
10- 2-45 
11-30-50 


2-27-46 
12-14-49 
7-3-40 
4-9-51 
1-16-51 
4-21-50 
9-20-49 
9-20-49 
11-21-51 
8-28-50 
3-12-48 
12-13-48 
12-13-48 
9-7-51 
8-19-47 
8-13-40 


8-31-51 
6-24-44 
11-1-50 
7-11-51 
11-9-50 
8-9-46 
11-21-51 
49 

49 

49 


6-27 
6-27 
12-17 
7-19-51 
9-29-50 
2-16-48 
2-16-48 
9-6-S1 
11-3-48 
11-3-48 
7-28-49 
7-6-51 


Wash. 


9-30-46 
12-13-48 
bes 
7-13-49 
7-3-41 
2-21-46 
5-21-42 
3-10-49 
3-29-46 








1948 


WHITE, MILDRED E. 
WHITE, ROBERT J. 
WHITE ROOFING COMPANY 
WHITE, W. A. 

WHITE, W. B. 
WHITEHEAD, JOSEPH R. 


WHITFORD, S. N. 

WHITING, R. 

WHITTEN, OLIN 

WHITTEN, RICHARD 

WHOLESALE BUILDING MATERIALS CO. 

WICKERSHEIMER, HARLEY C. (a.k.a. 
WICK) 

WICK’S CONSTRUCTION CO. 

WIECH CONSTRUCTION CO. 

WIECH, H. B. 

WIECH, JACK G. 

WILBUR, ALTON 

WILDE, A. 

WILHITE, J. M. 

WILKINS, BRUCE B. 

WILLIAMS, ALLEN 

WILLIAMS, BUDDY 

WILLIAMS, CLAUDE 5S. 

WILLIAMS CONSTRUCTION & BUILDING 
MATERIALS CO. 

WILLIAMS, ETHEL 

WILLIAMS, F. G. & COMPANY 

WILLIAMS FOUNDATION COMPANY 

WILLIAMS, FREDERICK G. 

WILLIAMS, H. L. 

WILLIAMS, HAROLD E. 

WILLIAMS, JOHN B. 

WILLIAMS, LEE 

WILLIAMS, MILTON 

WILLIAMS, ROBERT WARREN 

WILLIAMS, VICTOR H. 

WILLIAMS, WILLIAM E. (BILL) 

WILLIAMSON, CARLTON 

WILLIS, ROBERT J. 

WILLOUGHBY, FRED 

WILSON, A. C. 

WILSON BUILDING CO. 

WILSON, E. C. 

WILSON, EUGENE 

WILSON, N. S&S. 

, ROBERT R. 
WILSON, THOMAS 

» Vif. 

, VERNON C. (JR.) 
WILSON, WILLIAM D. 
WIMBISH, W. D. 
WINBOURN, W. J. 
WINDALUM IMPROVEMENT CO. 
WINKLEMAN, EDWARD D. 
WINSOR, EDWARD (EDDIE) 
WINSTON, FRED 
WINSTON, M. B. 
WIRTZMAN, A. (ADOLPH) 
WISE, HAROLD 
WISE, JESSE (JESS) E. 


WISEMAN’ S BUDGET 
WISEMAN, OSCAR Z. 
WISNER, WILLIAM 


42 
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ADDRESS DATE ISSUED 
Sheboygan, Wis. 12-19-49 
Toledo, Ohio 6-17-48 
Detroit, Mich. 8-17-48 
Paterson, N. J. 1-30-42 
Detroit, Mich. 8-17-48 
Tuscaloosa & Bessemer, Ala. 7-25-50 
Atlanta, Ga. 

Kinston, N. C. 7-20-50 
Chicago, 11]. Houston, Tex. 1-31-50 
New Orleans, La. 1-21-53 
New Orleans, La. 12-31-52 
Sacramento, Calif. 11-20-50 
Milwaukee, Wis. 3-26-45 
Milwaukee, Wis. 3-26-45 
Biloxi, Miss. T-21-50 
Biloxi, Miss. 7-21-50 
Biloxi, Miss. 7-21-50 
Waltham, Mass. 9-28-50 
Belleville, N. J. 9-22-47 
N. Hollywood, Calif. 11-21-51 
Fresno & Bakersfield, Calif. 4-3-39 
Brooklyn & New York, N. Y. 9-26-44 
Brooklyn, N. Y. 9-26-44 
Indianapolis, Ind. 8-31-51 
Baton Rouge, La. 1-12-51 
Valley Stream, N. Y. 6-29-51 
Jamaica, N. Y. 5-28-51 
Dallas, Tex. 3-22-49 
Jamaica, N. Y. 5-28-51 
Dallas, Tex. 3-22-49 
Greenburg, Pa. 11-21-46 
Houston, Tex. 8-24-50 
Dallas, Tex. 7-18-50 
Valley Stream, N. Y. 6-29-51 
Jersey City, N. J. 12-7-50 
Baton Rouge, La. 1-12-51 
San Antonio, Tex. 7-23-52 
Burbank, Calif. 9-6-51 
Kansas City, Mo. 6-26-46 
Los Angeles, Calif. 9-6-51 
Laguna Beach, Calif. 3-6-41 
Port Arthur, Tex. 5-24-48 
Battle Creek, Mich. 1-13-47 
Chicago, Ill. Gary, Ind. 10-30-41 
Jacksonville, Fla. 9-23-40 
Port Arthur, Tex. 5-24-48 
N. Hollywood, Calif. 3-18-49 
Port Arthur, Tex. 9-3-48 
Port Arthur, Tex. 9-3-48 
Syracuse & Watertown, N. Y. 11-16-42 
Longview, Tex. 1-13-39 
Little Rock, Ark. 3-16-48 
Valley Stream, N. Y. 6-29-51 
N. Hollywood, Calif. 4-9-51 
Fresno & Oakland, Calif. 2-29-52 
Pittsburgh, Pa. 9-30-46 
Dayton, Ohio 6-18-40 
Pittsburgh, Pa. 3-20-45 
Ashton, S. D. Yakima, Wash. 9-28-50 
Ashton, Sturgis, Sioux Falls & 7-6-51 
Redfield, S. D. Zillah & Seattle, Wash. 

New Haven, Conn. 1-22-48 
Pasadena, Calif. 11-13-45 
Los Angeles, Calif. 6-17-49 
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19-49 
17-48 
17-48 
30-42 
17-48 
25-50 


20-50 
31-50 
21-53 
31-52 
20-50 


26-45 
26-45 
21-50 
21-50 
21-50 
28-50 
22-47 
21-51 
3-39 
26-44 
26-44 
31-51 


12-51 
29-51 
28-51 
22-49 
28-51 
22-49 
21-46 
24-50 
18-50 
29-51 
-7-50 
12-51 
23-52 
“6-51 
26-46 
~6-51 
-6-41 
24-48 
13-47 
30-41 

23-40 
24-48 
18-49 
-3-48 
~3-48 
16-42 
13-39 
16-48 

29-51 

-9-51 
29-52 
30-46 

18-40 
20-45 
28-50 

-6-51 


22-48 
13-45 
17-49 
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WOOLVER, RICHARD (DICK) 
WOOTEN, C. 

WORTMAN, ALBERT 

WRIGHT, ART 

WRIGHT, GEORGE 

WYNN, HYMAN 


XIRINACHS, EDWARD 
XIRINACHS, HECTOR 


YAGLE, RICHARD J. 
YATES, GERALD 

YEAGLER, LAWRENCE 
YEAGLER, LAWRENCE INC. 
YONTS, LLOYD 0. 

YORK, HENRY 

YORK ,HENRY SALES CO. 
YOUNG, BOB 


YOUNG, FREDA (MRS. ISIDORE L. ) 


YOUNG, HARRY 
YOUNG, IRVING L. 


YOUNG, ISIDORE L. 


YOUNG, L. J. 

YOUNG, L. J. & COMPANY 
YOUNG, PAUL M. 
YOUNGSTROM, C. A. 


ZAN ZUTA, SIGISMUND LOUIS 
ZARET, MORRIS 

ZEALINSKY, J. B. &S. R. 
ZELONKA, GEORGE 

ZUBEL, JOHN 

ZUKERMAN, BEN 


58542 Rev. 1/53 


Oakland, Calif. 

Mobile, Ala. Roanoke, Va. 
Washington, D. C. 

Cleveland, Ohio 

Grand Rapids& Lansing, Mich. 
Fort Wayne, Ind. 

Toledo, Ohio 
Brighton, Mass. 
Hackensack, N. 
Belleville, N. 
Hackensack, N. 
Birmingham, Ala. 
Newark, N. J. 

N. Charleston, S. C. 
Los Angeles, Calif. 
Reading, Pa. 
Sylacauga, Ala. 

Van Nuys, Calif. 
San Diego, Calif. 
San Diego, Calif. 
Little Rock, Ark. 


x 


Bronx & New York, N. Y. 
Bronx, N. Y. 


Y 


Springfield, Il]. Milwaukee, Wis. 


Saginaw& Pontiac, Mich. 
Newark, N. J. 

Newark, N. J. 

Thomasville, N. C. 

Wichita, Kan. 

Wichita, Kan. 

W. Hempstead & Flushing, N. Y. 
Pairfield, Conn. 

W. Hempstead & Flushing, N. Y. 
Pairfield, Conn. 

Atlantic City, N. J. 

W. Hempstead & Flushing, N. Y. 
Fairfield, Conn. 

W. Hempstead & Flushing, N. Y. 
Pairfield, Conn. 

Chicago, Ill. 

Chicago, 111. 

Beverly Hills& Pomona, Calif. 
San Jose, Calif. 


z 


Jacksonville, Fla. 
Chicago, I11. 

Utah & Colo. Chicago, I11. 
Newark, N. J. 

Oil City, Pa. 

Portland, Ore. 


SOFa-FRa- Peed... B. C- 


J. 
J. Brooklyn, N. Y. 
J. 


4-17-52 
8-27-51 
11-29-51 
11-29-51 
6-22-42 
11-24-47 
11-24-47 
1-26-45 


8-3-45 


8-24-45 
7-26-45 
7-26-45 
9-4-52 
9-4-52 
11-21-51 
5-6-49 
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A. B.C COMPLETE HOME SERVICE 
ACE PLUMBING & HEATING CO. 


ADLER. HYMAN C. (HY) 

ADVANCED AUTOMATIC HEATING CO. 
ALBAUGH, HOWARD H. 

ALBERTO, FRANK 

ALEXANDER, LOU 


AL-LEE BUILDING SERVICE 
ALLEN, SAMUEL 


ALLIED BUILDING SERVICES, INC. 
ALL TYPE HOME IMPROVEMENT CO. 
ALL-WEATHER ROCHESTER CORP. 
ALVAREZ, JOE V. 


AMERICAN BUILDERS 

AMERICAN HOME FURNACE COMPANY 

AMERICAN SEATTLE COMPANY 

AMERICAN SEATTLE WHOLESALE CO. 

AMODEO, JOSEPH J. 

ARANOW, ELI 

ARKANSAS HOME BUILDING & 
REPAIRING COMPANY 


ARMAN, MILTON 

ARMSTRONG, GLEN H. 

ARMSTRONG, PAUL 

ASSOCIATED HOME IMPROVEMENT CO. 
ATLAS CONSTRUCTION COMPANY 
ATLAS ENTERPRISES, THE 

AUSLEY, SIDNEY 

AUTHEMENT, E. J. 

AUTOMATIC COOLING & HEATING CO. 


BANKS, FELDON 0. 

BARNES, HAROLD L. 

BARNES ROOFING & SHEET METAL CO. 
BARONI, REUBEN 

BARRETT, BENJAMIN J. 
BARRETT ROOFING & SIDING SERVICE 
BARTH, G. (GLADYS) A. 
BAXTER, T. 

BECKER, JULIUS (JACK) 
BEGELMAN, HARRY 

BENELL, IRVING GUTMAN 
BENSON, JAMES J. 

BERRY, M. J. 

3EST, ALLEN 

BETTER HOME CONSTRUCTION CO. 
BILBREY, EDWARD R. 

BIRKETT, FRED 

BLAKE, LARRY 

BONIN, JOSEPH 

BOWDEN, JOSEPH 

BRADEN, HARRY, P. 

BRAMER, ALBERT (AL) 
BREITENBUCHER, G. A. 

BRETT, GRACE 


BRETT, JEROME 


A 


Memphis, Tennessee 
Valdosta, Georgia 
Greenville, S. C. 
Oakland, Calif. 

Salt Lake City, Utah 
Chicago, Illinois 
Indianapolis, Indiana 
West Sacramento, Calif. 
Oakland, Calif. 
Portland, Oregon 

San Francisco, Calif. 
Cleveland, Ohio 

Salt Lake City, Utah 
South Bend, Indiana 
Nashville, Tennessee 
Rochester, New York 
Los Angeles, Calif. 
San Antonio, Texas 
Memphis, Tennessee 
Portland, Oregon 
Seattle, Washington 
Portland, Oregon 

San Leandro, Calif. 
Albuquerque, New Mexico 
Little Rock, Arkansas 
Pine Bluff, Arkansas 
Memphis, Tennessee 
Chicago, Illinois 
Wichita, Kansas 

New Orleans, La. 

Salt Lake City, Utah 
New Orleans, La. 

Sen Leandro, Calif. 
Albuquerque, New Mexico 
New Orleans, La. 
Portland, Oregon 


Vancouver, Washington 
Buffalo, New York 
Buffalo, New York 
Salt Lake City, Utah 
St. Louis, Missouri 
St. Louis, Missouri 
San Francisco, Calif. 
Salt Lake City, Utah 
Los Angeles, Calif. 
Albuquerque, New Mexico 
Salt Lake City, Utah 
Columbus, Ohio 
Houston, Texas 

New Orleans, La. 
Richmond, Virginia 
Los Angeles, Calif. 
Levittown, New York 
Los Angeles, Calif. 
San Leandro, Calif. 
Louisville, Ky. 
Wichita, Kansas 

Los Angeles, Calif. 
Mobile, Ala. 

Miami, Fla. 

Newark, New Jersey 
Miami, Fla. 

Newark, New Jersey 
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11-53 
~2-53 
30-53 
-4-53 


24-53 
20-53 
30-53 
30-53 
30-53 
21-53 
17-53 


25-53 


31-53 
30-53 
20-53 
31-53 
27-53 
21-53 
30-53 
20-53 
30-53 


30-53 
30-53 
30-53 
31-53 
30-53 
30-53 
19-53 
31-53 


11-9-53 


1- 
4- 
3- 

1l- 
4- 
6- 

10- 

1l- 
9- 
4- 
4- 

10- 

2- 

3- 


3- 


3- 


17-53 
22-53 
27-53 
13-53 
24-53 
17-53 
30-53 
20-53 
24-53 
21-53 
24-53 
30-53 
11-53 
17-53 


17-53 


17-53 
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PAUL MONROE 
R. A. 






CAIN, EDWIN H. 

CAIN HEATING & APPLIANCE CO. 

CAIN HEATING COMPANY 

CAIN S. 

CALIFORNIA DISPOSAL SALES CO. 

CANALIZO, CARLOS 

CANTWELL, C. J. 

CARBO-TEX OF KANSAS, INC. 

CARMICHEL, WILLIS 

CARTER, ARTHUR 

CARTER, FRANK 

CARTER HOME IMPROVEMENT CO. 

CARTER, RICHARD 

CAUDLE, THOMAS W. 

CHAGARIS, THEODORE N. 

CHATELAIN, PAUL IVAN 

CLARK, ALBERT A. 

CLEBURNE REALTY CO. 

COHEN, ERVING 

COHEN, HOWARD 

COLEMAN LUMBER CO. 

COLEMAN, W. B. 

COLLINS, DONALD (DON) 

COLLINS, JAMES (JIM) 

COMMUNITY BUILDING CO. 

COMPTON, ROBERT E. 

CONSOLIDATED HOME IMPROVEMENT CO. 

CONTINENTAL ROOFING CO. 

CONTINENTAL SIDING & 
CONSTRUCTION CO. 

COONS, ALVERN (or ELVERN) D. 

COONS, LEON E. 

COOPERATIVE HOME ENTERPRISES 

COPP, JOHN W. 

CORCE, ANTHONY W. 

COWAN, BARNEY 

COWAN, BERNARD 

CROMWELL, PAT W. 


CROSS, JOHN 
CUGAT, ARTURO 
CUTLER, SIDNEY I. 


DARNER, DONALD A. 
DAVIDIAN, DIRAN T. 
DAVIDSON CONSTRUCTION CO. 
DAVIDSON, PHILIP 

DAVIS, JACK A. 


Mobile, Alabama Texarkana, Texas 
Denver, Colorado 
Longview, Texas 
Shreveport, La. 
Oakland, Calif. 

San Leandro, Calif. 
Texarkana, Texas 
San Leandro, Calif. 
Cleveland, Ohio 
Jasper, Texas 
Memphis, Tennessee 
Los Angeles, Calif. 
Miami, Florida 
Birmingham, Alabama 


c 


Portland, Oregon 
Portland, Oregon 
Portland, Oregon 
Portland, Oregon 
Albuquerque, New Mexico 
Los Angeles, Calif. 
Houston, Texas 
Peoria, Illinois 
Wichita, Kansas 
Carbondale, Illinois 
South Bend, Indiana 
Memphis, Tennessee 
Union City, New Jersey 
Union City, New Jersey 
Greenville, 8S. C. 
Cleveland, Ohio 

New Orleans, La. 
Oakland, Calif. 
Houston, Texas 
Wichita, Kansas 
Flint, Michigan 

San Antonio, Texas 
San Antonio, Texas 
Albuquerque, New Mexico 
Memphis, Tennessee 
Englewood, New Jersey 
Seattle, Washington 
New York, New York 
University City, Mo. 


University City, Mo. 
Portland, Oregon 
Portland, Oregon 
New Orleans, La. 
Wichita, Kansas 

San Leandro, Calif. 
Salt Lake City, Utah 
Salt Lake City, Utah 
Wichita, Kansas 

San Leandro, Calif. 


DATE ISSUED 


3-17-53 


1-31-53 
7-29-53 
4-21-53 
7-31-53 
4-21-53 
11-3-53 
5-15-53 
10-30-53 
10-28-53 
3-17-53 
11-20-53 


10-30-53 
10-30-53 
10-30-53 
10-30-53 
7-31-53 
10-30-53 
7-13-53 
4-24-53 
10-30-53 
10-30-53 
11-2-53 
10-30-53 
11-20-53 
11-20-53 
7-29-53 
11-3-53 
10-27-53 
7-29-53 
7-13-53 
10-30-53 
11-20-53 
3-24-53 
3-24-53 
7-31-53 
10-30-53 
11-13-53 
5-7-53 
3-17-53 
7-31-53 


71-31-53 
10-30-53 
10-30-53 
11-20-53 
10-30-53 

4-21-53 

71-31-53 

1-31-53 
10-30-53 

4-21-53 


Jackson Heights, New York, New York 3-17-53 


Nashville, Tennessee 


D 

Albuquerque, New Mexico 
Richmond, Va. 

Los Angeles, Calif. 

Los Angeles, Calif. 
Little Rock, Arkansas 
Baton Rouge, Louisiana 


10-30-53 


7-31-53 
6-17-53 
10-21-53 
10-21-53 


10-29-53 


ma Resa ee SSeeeseze BREE 


ISSUED 


17-53 


“31-53 
“29-53 
21-53 
31-53 
"21-53 
[~3-53 
“15-53 
“30-53 
‘28-53 
17-53 
‘20-53 


30-53 
30-53 
30-53 
30-53 
31-53 
30-53 
13-53 
24-53 
30-53 
30-53 
~2-53 
30-53 
20-53 
20-53 
29-53 
-3-53 
27-53 
29-53 
13-53 
30-53 
20-53 

24-53 

24-53 
31-53 
30-53 

13-53 

-7-53 

17-53 

31-53 


31-53 
30-53 
30-53 
20-53 
10-53 
11-53 
51-53 
1-53 
0-53 
1-53 
7-53 


0-53 


1-53 
7-53 
1-53 
1-53 


9-53 





HOUSING 


DAVIS, WILLIAM B. 

DAY & NIGHT PLUMBING CO. 
DEHART, LEE 

DePASQUALE, ALFRED 
DIAMANTI, STANLEY 


DIAMOND, PHILIP (PHIL) 
DICKERSON, RICHARD 
DINSCORE, CLYDE E. 

DINSCORE, JAMES (JIMMY) H. 
DIXIE HOME MODERNIZERS, INC. 
DOLAN, JOHN 

DONELAN, JOHN 

DONELAN, JOHN J. 


DON' S CONSTRUCTION COMPANY 
DOUGLAS, M. 

DRYER, EUGENE R. 
DUNBAR-METCALF PAINT CO. 
DUNBAR, W. D. 

DURA-SEAL TRI-PRODUCTS CO. 
DURASTONE COMPANY 

DURHAM, JAMES P. 


EAST PORTLAND SHEET METAL WORKS 
EATON, ROBERT 

ECONOMY ROOFING & SIDING COMPANY 
EICKHORN, J. 

BICKNER, J. E 

ELMORE, L. G. 

ELMORE, L. G. PLUMBING CO. 
ENTERPRISE CONSTRUCTION CO., INC. 
EVANS & HOLMES INSULATION CO. 
EVANS, HARRY 

EVANS, WILLIAM L. 

EVERLASTING CONSTRUCTION ©O. 


PALLS, LARRY 

PARLEY, LEON TOM 

FEDERAL INSULATION CO., INC. 
FINNEY, ALVIN H. 

FIRE DETECTION SERVICE 
FPIRESTEEL COMPANY 
FTRESTONE CONSTRUCTION CO. 
FLINT HOME SPECIALTIES CO. 
FORD, DAVID R. 

FORSYTHE, PAUL 

FORTUNE, EARL C. 

FOX, MYER 

FRANK, ART 

FREDERICKSON, ROY 

FRENCH, CHARLES 

FRYFOGLE, V. F. & SONS 
PRYFOGLE, VAUGHN F. 


GATLIN EQUIPMENT CO. 

GATLIN, WOODROW P. 

GELBER, DOOLY 

GELBER, ELIAS 

GENERAL INSULATING CORPORATION 


GILBERT, W. (BILLY) 
GILLIAN, RICHARD 


44750 O—54—pt. 342 


ACT OF 1954 


Texarkana, Texas 
San Antonio, Texas 
Pomona, Calif. 

Los Angeles, Calif. 
Worland, Wyoming 
Helper, Utah 
Chicago, Illinois 
Peoria, Illinois 
San Antonio, Texas 
San Antonio, Texas 
Greenville, S. C. 
Akron, Ohio 

Peoria, Illinois 
Portland, Oregon 
Hermosa Beach, Calif. 
Cleveland, Ohio 
Salt Lake City, Utah 
Dallas, Texas 
Albuquerque, N. M. 
Albuquerque, New Mexico 
Sacramento, Calif. 
Los Angeles, Calif. 
Shreveport, La. 


Portland, Oregon 
Memphis, Tennessee 
Des Moines, Iowa 
Peoria, Illinois 
Memphis, Tennessee 
Orange, Texas 
Orange, Texas 

Salt Lake City, Utah 
Rosenburg, Oregon 
Salt Lake City, Utah 
Rosenburg, Oregon 
New Orleans, La. 


F 


Portland, Oregon 
Shreveport, La. 

Los Anglels, Calif. 
Little Rock, Arkansas 
Painesville, Ohio 
Seattle, Washington 
Detroit, Michigan 
Flint, Michigan 

Salt Lake City, Utah 
Chicago, Illinois 
San Leandro, Calif. 
Cambridge, Mass. 
Wichita, Kansas 

San Leandro, Calif. 
Salt Lake City, Utah 
Lucedale, Mississippi 
Lucedale, Mississippi 


G 


Odessa, Texas 
Odessa, Texas 

Salt Lake City, Utah 
Salt Lake City, Utah 
Richmond, Virginia 
Newport, News, Va. 
Memphis, Tennessz2e 
Wichita, Kansas 


1953 
DATE ISSUED 


10-30-53 
3-24-53 
6-30-53 

10-30-53 


8-14-53 
7-31-53 
4-24-53 
3-24-53 
3-24-53 
7-29-53 
10-21-53 
4-24-53 


8-18-53 
10-29-53 
4-22-53 
11-20-53 
10-30-53 
10-30-53 
10-30-53 
2-19-53 
11-18-53 


10-22-53 
10-22-53 


5-15-53 
5-15-53 
4-22-53 
4-22-53 


5-28-53 
10-30-53 
10-30-53 





1954 HOUSING ACT OF 1954 


GIRARD W. (GERRARD) 
GOLDFARB, JACK I. 
GONZALES, JUSTO (BOB) 
GOODALE, DUNCAN 
GORDELL, HARRY L. 


GORDON, GERALD H. 
GORDON, W. 


HALL, JOHN 

HALL, MORRIS NELSON 
HANDLER, RICHARD M. 
HARDGRAVE, LLOYD 
HARRINGTON, MARK 
HARRIS, MARC 
HARSHMAN, R. R. (Mrs. ) 
HARSHMAN, ROBERT R. 
HARSHMAN SUPPLY CO. 
HART, WILLIAM M. 


HAYDEN, LOU 

HAYDEN, MORRIS 

HAYES, R. L. (BOB) 

HEATER, JAMES F. 

HEBER, G. P. 

HENTHORNE, C. E. 

HENTHORNE NATIONAL SALES CO. 
HENTHORNE PLUMBING CO. 
HIMELL, FRANK 

HITCHEN, JOHN S. 

HOLCOMB, C. S. 

HOLMES, OTIS C. 

HOME IMPROVEMENT COMPANY . INC. 
HOME IMPROVEMENT CONSULTANTS 
HOMECRAFT PRODUCTS 0O., INC. 
HOME MODERNIZATION CO. 

HOME MODERNIZERS OF ARKANSAS 
HOME RECONDITIONING CO. 
HOMESTEAD IMPROVEMENT CORP. 
HOWARD, J. L. 


HOWARD, JOSEPH L. 
HOWARD, LENNY 
HOWARD, LEONARD 
HUGHES, CHARLES CLYDE 


HYE CONSTRUCTION CO. 
HYLAND, WILLIAM 


IKNER, JAMES 

ILLINOIS WHOLESALE MATERIAL CO. 
INTERNATIONAL SUPPLIERS 
INTERSTATE INDUSTRIES 


JACOBS, DAVID 
JAMES CONSTRUCTION CO. 


ADDRESS DATE ISSUED 
San Jose, Calif. 10-30-53 
Cleveland, Ohio 11-3-53 
San Antonio, Texas 3-24-53 
San Francisco, Calif. , 10-30-53 
Jacksonville, Florida St. Louis, Mo. 

Peoria, Illinois 9-24-53 
Rochester, New York 6-4-53 
San Jose, California 10-30-53 
San Jose, Calif. 10-30-53 
Miami, Florida 3-17-53 
Portland, Oregon 10-27-53 
East St. Louis, Illinois 11-9-53 
Des Moines, Iowa 4-24-53 
H 

Carbondale, Illinois 10-30-53 
Highlands, Texas 6-11-53 
Pittsburgh, Pa. 2-19-53 
Greensboro, N. C. 6-30-53 
Salt Lake City, Utah 7-31-53 
Salt Lake City, Utah 7-31-53 
South Bend, Indiana 11-2-53 
South Bend, Indiana 11-2-53 
South Bend, Indiana 11-2-53 
Beckley, West Virginia 

Lexington, Kentucky 9-30-53 
Salt Lake City, Utah 4-22-53 
Salt Lake City, Utah 4-22-53 
Houston, Texas 11-13-53 
Baytown, Texas 10-27-53 
Albuquerque, N. M. 10-30-53 
Oklahoma City, Okla. 11-20-53 
Oklahoma City, Okla. 11-20-53 
Oklahoma City, Okla. 11-20-53 
Salt Lake City, Utah 4-22-53 
Portland, Oregon 10-30-53 
Wichita, Kansas 10-30-53 
Rosenburg, Oregon 10-26-53 
Memphis, Tennessee 11-20-53 
East Orange, New Jersey 11-6-53 
Peoria, Illinois 4-24-53 
Tacoma, Washington 10-6-53 
Little Rock, Arkansas 4-22-53 
Albuquerque, N. M. 7-17-53 
Cambridge, Mass. 6-30-53 
Salt Lake City, Utah 

Los Angeles, Calif. 7-31-53 
Salt Lake City, Utah 

Los Angeles, Calif. 7-31-53 
Salt Lake City, Utah 

Los Angeles, Calif. 7-31-53 
Salt Lake City, Utah 

Los Angeles, Calif 7-20-53 
Houston, Texas 6-11-53 
Richmond, Va. 6-17-53 
Englewood, New Jersey 11-13-53 
! 

Memphis, Tennessee 10-30-53 
Carbondale, Illinois 10-30-53 
Washington, D. C. 11-20-53 
Jacksonville, Florida 11-6-53 
J 

Cleveland, Ohio 11-20-53 
Los Angeles, Calif. 11-9-53 


NAME 


JAMES | 
JOHNSO! 


JOHNSO 
JONES, 


geee & & 





53 


33 
53 
53 
53 


13 
3 
13 
3 


HOUSING ACT OF 1954 


NAME 


JAMES DISTRIBUTING COMPANY 
JOHNSON, HAROLD 


JOHNSON, MELVIN H. 
JONES, MORGAN I. 


KADINGER, ART 


KANTOR, NATHAN 
KAY, BERTRAM C. 
KAY CONSTRUCTION CO. 


KELLER, DONALD E. 
KELLY, MARGO (Miss) 
KELLY, S. E. 
KILGORE, JAMES V. 
KING, MIKE 
KINGSPORD, MICKEY 


KIRKENDALL, WILLIAM 
KLIMAS, CHARLES 
KLIMAS CONSTRUCTION OO. 


KLIMAS GENERAL CONTRACTING OO. 


KOBGLER, MILTON 
KOLBERG, JOHN 
KRAMER, MARTIN 
KRAMER, PEARL 
KRAUSE, GILBERT D 


LACHMAN, IRWIN 

LANAHAN, ROBERT 

LANDIS, LESTER 

LANE, TED 

LANGLEY, ROBERT 

LASHER, ROBERT 

LAUX, CHARLES M 

LEE ROAD HEATING AND AIR 
CONDITIONING COMPANY 

LEVY, PHILIP 


LOPEZ, FRANK 

LOWRY, G. (GLADYS) M. 
LOZIER, JAMES (JIM) 
LYMAN, ALMON D. 
LYNCH, K. 


MARKOVITZ, ALLAN 


ADDRESS 


Portland, Oregon 

West Sacramento, Calif. 

Los Angeles, Calif. 

Bitely, Michigan 

Mt. Vernon, Illinois Canonsburg, Pa. 
Metropolis, Illinois 

Paducah, Kentucky 


Cleveland, Onio 
Salt Lake City, Utah 
Cleveland, Ohio 
Memphis, Tennessee 
Memphis, Tennessee 
Little Rock, Arkansas 
Keokuk, Iowa 

Los Angeles, Calif. 
Salt Lake City, Utah 
Salt Lake City, Utah 
Memphis, Tennessee 
Salt Lake City, Utah 
Salt Lake City, Utah 
Oakland, Calif. 
Fresno, Calif. 
Richmond, Virginia 
Bethpage, N. Y. 
Hicksville, N. Y. 
Hicksville, N. Y. 
Jacksonville, Fla. 
Spokana, Wash. 

Los Angeles, Calif. 
Los Angeles, Calif. 
Pittsburgh, Pa. 
Charleston, W. Va. 


L 


Los Angeles, Calif. 
Memphis, Tenn. 
Cleveland, Ohio 

Miami, Florida 
Memphis, Tenn. 

Memphis, Tenn. 

Chicago, Illinois 
Cleveland Heights, Onio 


Pittsburgh, Pa. 
Charleston, W. Va. 
West Sacramento, Calif. 
San Francisco, Calif. 
Spokane, Washington 


Akron, Ohio 
Peoria, Illinois 
M 


Abilene, Texas 
Billings, Montana 
Pargo, North Dakota 


1955 


DATE ISSUED 


10-30-53 


3-20-53 
10-22-53 


4-23-53 
10-30-53 
11-3-53 
3-17-53 
10-30-53 
10-30-53 
8-14-53 
11-20-53 


2-19-53 
10-22-53 
5-19-53 
6- 30-53 
10-21-53 
4-24-53 


Shreveport, Louisiana Texarkana, Texas 7-31-53 


Gary, Indiana 

Chicago, Illinois 

Norwalk, Calif. 

Los Angeles, Calif. 

Cambridge, Mass. 

Norwalk, Calif. Los Angeles, Calif. 
Salt Lake City, Utah 

Detroit, Michigan 


4-22-53 


4-24-53 
6-30-53 
4-24-53 
3-31-53 
4 17-53 











1956 


NAME 


MARTIN, HARVEY, INC. 

MARTIN, JOE 

MARTIN, THEODORE A.(T. or T.A.) 
MARTINEZ, CHARLES A. 

MARVAL COMPANY, The 

MAZZONE, ANGELO 

MAZZONE, RAYMOND 

McDONALD, KELLY 


McDONALD, RICHARD JAMES 


McGAGH, JOHN 
MCMAHON, CLAUDE 
MCLAUGHLIN, HARRY B. 
McMILIAN, CLINCH 
MCVEAGH, J. W. 

M. D. COMPANY 


MEADOWS & BROWN REALTY & 
INVESTMENT CORPORATION 

MEADOWS, R. S. 

MEDLEY, JACK 


MEDLEY, TED 
MELTON, CECIL P. 
MERLIN CONSTRUCTION CO. 


MERLIN, JACK 

MERLIN, MORRIS 

METCALF, LFE 

MICHIGAN HOME IMPROVEMENT CO. 
MIDWESTERN INSULATION, INC. 
MILLER, CHAS. E. 

MILLER, JACK 

MILTON CONSTRUCTION CO. 
MODFRN HOME IMPROVEMENT COMPANY 
MONAHAN, TOM 

MONK, ALFRED R. 

MOODY, LEE 

MOORE’ S CONSTRUCTION CO. 
MOORE, DON 

MORGAN, JOHN W., JR. 


MORGAN, JOHN W. CONSTRUCTION CO. 


MORIN, JOSEPH 
MORTON, MICHAEL F. 
MOSS, RONALD MARTIN 
MOTT, HAROLD 

MURPHY, W. 

MURRELL, ROGERT W. W. 


MUSKEGON EXTERIOR DECORATING CO. 


NASTAV, L. D. 
NATION WIDE HEATING COMPANY 


HOUSING ACT OF 1954 


ADDRESS 


Los Angeles, Calif. 


Los Angeles, Calif. Norwalk, Calif. 


Salt Lake City, Utah 
Houston, Texas 
Greensboro, N. C. 
Cleveland, Ohio 
Cleveland, Ohio 
Dallas, Texas Texarkana, Texas 
Denver, Colorado 
Kingsville, Texas 
Bishop, [fexas 

Corpus Christi, Texas 
Rockford, Illinois 
Jasper, Texas 
Washington, D. C. 
Jasper, Texas 
Houston, Texas 
Worland, Wyoming 
Pocatello, Idaho 
Salt Lake City, Utah 
Roswell, New Mexico 


Texarkana, Texas 
Texarkana, Texas 
Worland, Wyoming 
Pocatello, Idaho 
Salt Lake City, Utah 
Roswell, New Mexico 
Worland, Wyoming 
Oklanoma City, Okla. 
Los Angeles, Calif. 
Oakland, Calif. 

Los Angeles, Calif. 
Los Angeles, Calif. 
Albuquerque, New Mexico 
Flint, Michigan 
Sioux Falls, S. D. 
San Diego, Calif. 
Miami, Florida 
Chicago, Illinois 
Mt. Olive, Illinois 
Wichita, Kansas 

Los Angeles, Calif. 
Carbondale, Illinois 
Cleveland, Ohio 
Cleveland, Ohio 

Los Angeles, Calif. 
Los Angeles, Calif. 
Uxbridge, Mass. 
Albuquerque, New Mexico 
Muskegon, Michigan 
Englewood, New Jersey 
San Jose, California 
Richmond, Virginia 
Newport News, Virginia 
Muskegon, Michigan 


Los Angeles, Calif. 
Seattle, Washington 


NATIONAL FIRE-SRITE INDUSTRIES, INC.Chicago, Illinois 


NELSON, RAY 

NEW MEXICO HOME IMPROVEMENT CO. 
NIBERT, LOUIS 

NIGRO, ANGELO 

NO-BLADE DISPOSER CO 


Miami, Florida 
Albuquerque, New Mexico 
Houston, Texas 

San Leandro, Calif. 

Sun Prancisco, Calif. 


DATE ISSUED 


6-11-53 
4-24-53 
7-31-53 
10-30-53 
6-30-53 
11-20-53 
11-20-53 


7-31-53 


10-30-53 
10-27-53 
5-15-53 
11-20-53 
5-15-53 
10- 29-53 


8-14-53 


7-31-53 
7-31-53 


7-14-53 
8-14-53 
4-24-53 


7-20-53 
7-20-53 
1-20-53 
10-30-53 
11-20-53 
2-5-53 
10-30-53 
3-17-53 
7-31-53 
11-9-53 
10-30-53 
2-19-53 
10-30-52 
10-29-53 
10- 29-53 
10-30-53 
10-30-53 
11-20-53 
7-17-53 
10-30-53 
11-13-53 
10-30-53 


5-28-53 
10-30-53 


10-30-53 
10-30-53 
2-25-53 
3-17-53 
7-17-53 
11-13-53 
4-21-53 
10-30-53 


33k 


4993929090000) 





ISSUE 


NOBLE HOME IMPROVEMENT CO. 
NORTHWEST FIRE DETECTOR CO. 
NORTON, JOHN F. 


11-53 
> 24-53 
31-53 
~ 30-53 
~ 30-53 
~ 20-5: 
~ 20-53 


“31-53 


~ 30-53 


~ 27-53 






















20-53 
15-53 
29-53 


OWEN, JOHN M. 

OWEN, N. M. 

OWENS BUILDING & SUPPLY CO. 
OWENS, C. W. 


OWENS, MILDRED (Mrs. JOHN M. ) 
OWENS, NORMA 


PALMER CONSTRUCTION CO. 


PALMER, PAUL G. 
14-53 PARKER, GERALD 
14-53 PARKER, R. L. 
24-53 PARKS, H. G. 
SP PARMETER, MAURICE F. 
a0- 53 PAYNE, ROBERT 
20-53 PROPLES HOME IMPROVEMENT CO. 
20-53 PERKINS, RALEIGH 
oo PERMANENT HOME COATING CO. 
20-33 
"5-53 PERMA-STONE SHREVEPORT CO. 
0-53 PERMA STONE of TEXARKANA 
7-53 PERRY, ROGER 
11-53 PESTANA, MELVIN 
9-53 PETTIJOHN, J. A. 
0-53 PIONEER HOME IMPROVEMENT CO., INC. 
9-53 PIONEER ROOFING COMPANY 
0-52 PONGRASS, GEORGE 
9-53 PONGRASS, MARY 
9-53 POOLE, MAURICE 
0-53 PORTER BUTANE COMPANY 
0-53 PORTER, J. D 
0-53 POWELL, R. A. 
7-53 POWELL, R. A. CONSTRUCTION COMPANY 
)-53 PRICE, MILDRED NORMA 
3-53 PUHL, MORRIS 
)-53 PYRAMID LUMBER & ROOFING CO. 
3-53 
)-53 QUICK, MANCIL 
)- 53 R & J PURNACE AND BOILER COMPANY 


RAUSCHER, GEORGE P. 
RAYMOND, SAM 


RELIABLE CONSTRUCTION CO. 
RICHMAN, MATHEW M. 


HOUSING ACT OF 1954 


RELIABLE DECORATING & PAINTING CO. 


Cleveland, Ohio 

Spokane, Washington 

Tulsa, Oklahoma Texarkana, Texas 
Ft. Smith, Arkansas 

Kansas City, Missouri 


° 


Greensboro, N. C. 
Salt Lake City, Utah 
Chicago, Illinois 
Chicago, Illinois 
Chicago, Illinois 
Wichita, Kansas 
Portland, Oregon 
Portland, Oregon Seattle, Washington 
Portland, Oregon 
Memphis, Tennessee 
Memphis, Tennessee 
Portland, Oregon 
Portland, Oregon 
Portland, Oregon 
Portland, Oregon 


P 


Seattle, Washington 
Seattle, Washington 
East Orange, New Jersey 
Salt Lake City, Utah 
Peoria, Illinois 

Los Angeles, Calif. 
Spokane, Washington 
Jacksonville, Florida 
Houston, Texas 

San Antonio, Texas 
Pittsburgh, Pa. 
Charleston, W. Va. 
Shreveport, La. 
Texarkana, Texas 
Albuquerque, New Mexico 
Oakland, Calif. 
Portland, Oregon 

Miami, Florida Newark, New Jersey 
Albuquerque, New Mexico 
Painesville, Ohio 
Painesville, Ohio 
Portland, Oregon 
Beaumont, Texas 
Beaumont, Texas 

Cairo, Illinois Salem, Missouri 
Cairo, Illinois 
Portland, Oregon 
Portland, Oregon 
Carbondale, Illinois 


Q 
Birmingham, Alabama 


Ashtabula, Ohio 
Tacoma, Washington 
San Francisco, Calif. 
Cleveland, Ohio 

Salt Lake City, Utah 
Oakland, Calif. 
Oakland, Calif. 

Los Angeles, Calif. 
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10-30-53 


10-30-53 
3-31-53 
4-24-53 
3-27-53 
6-30-53 
11-6-53 
7-13-53 
3-24-53 


2-19-53 
11-18-53 
10-30-53 

7-31-53 


6-11-53 
7-29-53 
1-29-53 
6-11-53 





1958 
NAME 


RICHMOND, PHILIP 
RICHMOND, RUTH 

ROBERTS, CHARLES 
ROBERTSON, ARDEN (Or DEAN) 
ROBERSTON COMPANY, The 
REMERO, PETE 

ROSS, HERBERT 

ROSSI, JOSEPH 


ROTMAN, BENJAMIN 
RUDY, HERMAN M. 


SACKS, A. (ABRAHAM) 
SACKS, A. AND COMPANY 
SACKS, A. PLUMBING 
SAMMONS, GEORGE 
SAMUEL, MOE (M) 


SANDIDGE, HAROLD E. 
SAUL, JAMES R. 
SCHENK, SAMUEL 0. 


SCHIFFLER, CHARLES A. 
‘SCHIFFLER, CHARLES E. 
SCHIFFLER IMPROVEMENT CO. 
SCHLACKETT, HARRY 
SCHMOE, FRANK 

SCHONCITE, ALVIN 
SCHWARTZ, ARLENE 

SCOTT, FOREST 

SCOTT, WILLIAM KIRKENDALL 
SHANK, SAM 


SHAW, AL 
SHEELY, A. K. 
SHENKELMAN, SAMUEL 


SHIELDS, J. J. 

SHIRLEY, AZOR E. 
SHIRLEY BROTHERS BUTANE 
SHIRLEY, JOHN A. 
SHIRLEY LUMBER YARD 
SHIRLEY, S. E. 

SILENT MAID PRODUCTS CO. 
SILVER, SAM 
SILVERSTEIN, SAM 

SIMMS, H. 

SIMS, JOSEPH 

SIVERS, JOSEPH W. 
SMITH, ALEX NEEL 
SOLMON, LEE B., JR. 
SPENCER, ISAAC MARION 
SPENCER, MARION I. (or J) 
STAGGS, CECIL E. 
STANGA, HOWARD 

STANLEY, ALICE M. 
STANLEY, JAMES 

STARK, MILTON M. 

STARR, HOWARD 

STATHIS, JOHN C. 


HOUSING ACT OF 1954 


Los Angeles, Calif. 
Los Angeles, Calif. 
Salt Lake City, Utah 
Mt. Pleasant, Utah 
Mt. Pleasant, Utah 
San Leandro, Calif. 
Salt Lake City, Utah 
Grayson, Kentucky 
Charleston, West Virginia 
Los Angeles, Calif. 
Peoria, Illinois 


s 


San Antonio, Texas 
San Antonio, Texas 
San Antonio, Texas 
Memphis, Tennessee 
Chicago, Illinois 
Abilene, and Dallas, Texas 
Shreveport, Louisiana 
Texarkana, Texas 
Owensboro, Kentucky 
Seal Beach, Calif. 
San Francisco, Calif. 
Cleveland, Ohio 

Salt Lake City, Utah 
Toledo, Ohio 

Toledo, Ohio 

Toledo, Ohio 

Salt Lake City, Utah 
Fairland, Indiana 
Los Angeles, Calif. 
Los Angeles, Calif. 
San Leandro, Calif. 
Richmond, Virginia 
San Francisco, Calif. 
Cleveland, Ohio 

Salt Lake City, Utah 
Los Angeles, Calif. 
Spokane, Washington 
San Francisco, Calif. 
Cleveland, Ohio 

Salt Lake City, Utah 
Memphis, Tennessee 
DeRidder, Louisiana 
DeRidder, Louisiana 
DeRidder, Louisiana 
DeRidder, Louisiana 
DeRidder, Louisiana 
Los Angeles, Calif. 
Jacksonville, Plorida 
Jacksonville, Florida 
Charleston, W. Va. 
West Sacramento, Calif. 
Carbondale, Illinois 
Birmingham, Alabama 
Salt Lake City, Utah 
Memphis, Tennessee 
Memphis, Tennessee 
Sacramento, Calif. 
Covington, Louisiana 
Houston, Texas 

Los Angeles, Calif. 
Chicago, Illinois 
Albuquerque, New Mexico 
Tulsa, Oklahoma 


11-20-53 
11-20-53 
10-30-53 
10-28-53 
1-13-53 
6-30-53 
2-25-53 
1-31-53 
6-17-53 


1GL 


2g299999 ggg 32 


n 


YLV 


a3 gedddage 


UN) 
U. 


a2 


—-_ 


)- 30-53 
~ 30-53 
~ 22-53 
- 13-53 
~ 13-53 
~21-53 
~31-53 


20-53 
1-9-53 
24-53 


24-53 
24-53 
24-53 
30-53 


31-53 
27-53 
24-53 


11-53 
‘6-53 
6-53 
6-53 
1-53 
10-53 
9-53 
0-53 
1-53 
9-48 


HOUSING ACT OF 1954 


STEIN, HARRY 
STEINBERG, LEWIS 


STEINER, R. E. 
STERN, LOU 
STEVENS, GEORGE 
STEWART, GEORGE 
STIGLITZ, PHILIP 
STOCKWELL, V. A. 


STONE, ED. 
STONE, L. H. 
STONEKOTE OF JACKSONVILLE 


STRANAHAN, ED 
STRAND, M. 

STRENNE, ED 

STRONG, M. (MILTON) 

SUBURBAN PLUMBING & HEATING CO. 
SULLIVAN, DONALD A. 

SUPERIOR CONSTRUCTION 0D. 


SYLVESTER, ART 
SYLVESTER, SAM 


TAFT, JACK 
TERHUNE,, ASA 
TERHUNE, ASA COMPANY 


TERHUNE,ASA HEATING & PLUMBING CO. 


TEXAS HOME REMODELING COMPANY 
TEXAS RAINDEER COMPANY 
TIERNEY, FRANCIS H. 

TOP FLIGHT CONSTRUCTION CO. 


TORRES, J. H. 
TURNER, LEON 


UNITED BUILDERS & SUPPLY CO. 
UNITED HOME PRODUCTS 
U. S. CONTRACTING & SUPPLY CO. 


VEST, JOE 


WOGAN, D. C. 
VOGAN INSULATION CO. 


WALDREN, F. 


WALLACE, RALPH 
WALLING, E. D. 
WALTERS, EDWARD S. (SAUL or SOL) 
WARD, LLOYD L. 


WARDELL, HOWARD 
WARENFELT, MARK F. 


WASSERMAN, IRVING 
WAYNE, MIKE 
WEINBERG, IRWIN 
WEINROTH, KASRIL 


1959 


ADDRESS DATE ISSUED 
Salt Lake City, Utah 7-31-53 
Salt Lake City, Utah 
Los Angeles, Calif. 3-31-53 
Anderson, Indiana 10-30-53 
Salt Lake City, Utah 3-31-53 
St. Matthews, Kentucky 4-24-53 
Los Angeles, Calif. 4-23-53 
Cambridge, Mass. 6-30-53 
Greensboro, N. C. 

Memphis, Tennessee 6-30-53 
Salt Lake City, Utah 4-22-53 
Portland, Oregon 9-30-53 
Jacksonville, Florida 

Peoria, Illinois 9-24-53 
Salt Lake City, Utah 1-31-53 
Nashville, Tennessee 10-30-53 
Salt Lake City, Utah 4-22-53 
Nashville, Tennessee 10-30-53 
Baltimore, Maryland 11-2-53 
Sioux Falls, S. Dakota 2-5-53 
Los Angeles, Calif. 4-23-53 
Cleveland, Ohio 

Salt Lake City, Utah 4-22-53 
Salt Lake City, Utah 4-22-53 
T 

Los Angeles, Calif. 3-27-53 
Memphis, Tennessee 11-20-53 
Memphis, Tennessee 11-20-53 
Memphis, Tennessee 11-20-53 
Dallas, Texas 11-20-53 
Odessa, Texas 5-15-53 
Salt Lake City, Utah 7-31-53 
Mt. Vernon, Illinois 

Metropolis, Illinois 

Paducah, Kentucky 8-26-53 
San Antonio, Texas 3-24-53 
Philadelphia, Pa. 7-10-53 
U 

Fairland, Indiana 10-30-53 
Levittown, New York 11-20-53 
Keokuk, Iowa 10-30-53 
v 

Baton Rouge, Louisiana 11-30-53 
Camden, Arkansas 

Salem, Oregon 8-18-53 
Salem, Oregon 8-18-53 
Ww 

Portland, Oregon 

Burbank, Calif. 8-18-53 
Carbondale, Illinois 10-30-53 
San Jose, California 10-30-53 
Albuquerque, New Mexico 7-17-53 
Abilene, Texas 

Denver, Colorado 

Durango, Colorado Texarkana, Texas 7-31-53 
San Leandro, Calif. 4-21-53 
Salem, Oregon 

Rosenburg, Oregon 8-18-53 
Los Angeles, Calif. 11-9-53 
Fairland, Indiana 10-30-53 
Los Angeles, Calif. 10-28-53 
Salt Lake City, Utah 7-31-53 
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WIEDIGER, ELMER 
WILKINSON LUMBER CO. 
WILKINSON, MARSHALL 
WILLIAMS CONTINENTAL COMPANY 
WILLIAMS, J. I. M. 
WILLIAMS, J. W. 
WILLIAMS, WAYNE 
WINSETT, A. W. 
WINSLOR, JERRY 
WITHERINGTON, ROY L. 
WITT, REGIS F. 


WooD, ELBERT 

WOOD, JACK 

WOODWARD, L. L 

WORLD WIDE FURNACE COMPANY 


WORTH, AL 
WYNN, HYMAN (or HI or NAT) 


YOUNG, ERNEST F. 


ZYCH, LOUIS 


114430 


ADDRESS 


Salt Lake City, Utah 
Greensboro, N. C. 
West Sacramento, Calif. 
Abilene, Texas Texarkana, Texas 
Bitely, Michigan 
Bitely, Michigan 
Portland, Oregon 
Portland, Oregon 
Portland, Oregon 
Fairland, Indiana 
Memphis, Tennessee 
Chicago, Illinois 
University City, Mo. 
Greenville, S. C. 
Los Angeles, Calif. 
St. Louis, Missouri 
Louisville, Kentucky 
St. Lowvis, Missouri 
Louisville, Kentucky 
St. Louis, Missouri 
Louisville, Kentucky 
St. Louis, Missouri 
Louisville, Kentucky 
Greenville, S. C. 
Seattle, Washington 


DATE ISSUED 


7-31-53 
6-30-53 
10-22-53 
7-31-53 
10-22-53 
10-22-53 
10-30-53 
10-30-53 
10-30-53 
10-30-53 
10-30-53 
10-29-53 
7-31-53 
T- 29-53 
2-19-53 


3-17-53 
3-17-53 
3-17-53 
3-17-53 


1-29-53 
10-30-53 


Los Angeles, Calif. Sait Lake City, Utah 7-31-53 
Nashville, Tennessee Little Rock, Ark. 11-1-50 


Y 

Baltimore, Maryland 
z 

Oakland, Calif. 


11-2-53 


7-29-53 


—- roo 


er 


il el a a 








~53 


“53 


~53 


53 
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Supplement list of dealers subject to the provisions of regulation VIII, sec. 2— 
Dec. 1, 1953, through Apr. 21, 1954 







































Name Address Date issued 
A } 
Pian Creeeremoeee OO... lene BN Is Th vn a chien menettinns chimetietens al 12-4-53 
ABC Complete Home Service. epenmmenthaall St. Louis, Mo. — Tenn_. 12-1-53 
een ane Munele, Ind_........... 3-24-54 
RUINEIOES OO. oo none oc becbaekiumen i Sn... oo coccconcaebommbueen 1-18-54 
Autanty Ho Home Improvement Co...._..-_..._-- Los Angeles, Calif 4-10-54 
EE a cn dbsen ct dn awocahped> ogi >aiiel Texarkana, Tex. ee 1-28-54 
Asbate Butiding Go (hip Spanos isha ~omanoonenaito nian Un FAM » nid oan «0s eondeannienedt 12-30-53 
TD SEE OOo. once nanseccunescedauad Anchorage, Alaska __ iaiadnad ee 2-17-54 
ES Bs TE nd no cuttin nacnnn<«ns digkaipenebiin Texarkana, Ark.-Tex. Portland, Oreg. | 3-3-4 
Fairbanks, Alaska. Phoenix, Ariz. | 
PE cmilsascheaccasmenceancanunongilehihbanie Columbus, nce eine. die 12-28-53 
Eitasktnansveasss+ssesesdsnncssccnmeanae Texarkana, BT Ono catecnrameneenesii 3-3-4 
Allen Construction Co. _._..........--.----..--- EE Shs ot cécnnwc.coamPboneiguetd 12-29-53 
Se eee OOP Bh.) 2. nooo... oho dee New Orleans, La___......- aainadnainsniiedil 4-21-54 
NE, OD on cin coces <n cynabicenae Birmingham, Ala. ; 12-16-53 
Alsar Company of Lansing. ................-...- Lansing, Mich _......_._. : oat 12-28-53 
RE Sooo ccc naSenncecsdeceeuenes Jacksonville, Fla.........----_-- ancy 1-20-54 
Altman, Philip................ boancs pe eneaal Oakland, RG a 12-18-53 
III. oo noc ans cenaisiieesl celal Newark, East Rutherford, and East 1-22-54 
Orange, N. J. 
hae a a lnciiaatil Caruthersville, Mo.................-.. -| 3-26-54 
Asher, Kenneth D- ; Caruthersville, Mo__._..._.-- 3-26-54 
BEY HIE ~ cen ccocsacaccceceenencophetbwen Albuquerque, N. Mex. ---...-...-...-.- 1-19-54 
B 
Baird, Roger D-_-_--._-. IS, Ts Oo ne cuted 2-17-54 
Bale, Archie L Salt Lake City, Utah 3-11-54 
Ball, Prentiss _ Magnolia, Miss -- sale ‘ 2-23-54 
Ballenger, Joseph A- Columbus, Ohio.______-__- pc cemcmeliiaiiel 12-28-53 
Barnett, A. J...._..- Albuquerque, N. Mex--...-...-.-.-.--- 12-18-53 
Baron, J Fenn odie en nee Albuquerque, N. Mex. --.-..-.--.-.------ 12-18-53 
Beehive Home Supply Co-_.........-.....-.--..- Salt Lake City, Utah none 3-11-44 
EE, WE. Sc Cacwcc conn cas coche hennata Carle Place, estbury, esos | 3-10-54 
Bergman, Jack ........-..- Los Angeles, kd ei | 4-19-54 
Bishop, a. k. a. Johnny Bishop, J... ‘Shelley, Bossier City and Shreveport, La. Bir. | 4-98-54 
and K. Maddox. —. Ala. Troy and Albany, | 
1 
Blandford, John Garland_-_-_-._.......-.....-.-.. Peet Avtiver, Tex. -........-.-.- 3-30-54 
i, Ws OD, cc.ccss stn gp pee -edebnaiie Oakland, WO ee se 2-17-54 
ge” OE Eee tiene mayen og ooo owsendoces 2-17-54 
Bonin, Joseph (or Joe)_.................-.-.---.. Oakland, Calif..............-- kena 4-19-54 
EEE Witte .o ou ekinnsinebiecieontabesnadeselnae a la eb hls | 4-19-54 
SP 6 conequectctepscensseuubshe alii 8, cn tincantecnnenenailihennle | 2-17-54 
DO, PN... en nnn cece nena ah Texarkana, Ark.-Tex. Tulsa, Okla__._. | 3-3-54 
Boznu, Sherman - South Bend, Ind. Chicago, fil. ........| 4-8-54 
OY AS eel Columbus, Ohio. ____. aie -| 12-28-53 
Bright, Gerald T- SE BES enna cncencn-oo- hb ennas 3-24-54 
Brocchini, D___._-- ME oon. ccc nsvnns- sen 4-15-54 
Brocehini, G SR, GI. on ncn nce cnan ener enodbmcing 4-15-54 
ETE. .<. . ci cccs~ocetbicsinnsaciniveeieenen Okland, Calif. Tulsa, Okla. Tex- | 3-3-54 
arkana, Ark.-Tex. Dallas, Tex. | 
Wichita, Kans. 
Brown, P. M_. Texarkana, ER Be coca nnen nin dynes 3-3-54 
Bruder, Martin 1 (Max) - nc noskbeconne 12-29-53 
Burns, Harold W ee cemcwcwnaivines 4-12-54 
ET SP. oc batlbidcdcnkecnsnsangeessndeihen Oakland, ety i 4-154 
| 
California Style Stone Co., Inc Oakland and Castro Valley, Calif__.... -| 12-18-53 
California View COVE... ...... . on as erornnsiene hae Sees, ONE... ea neo 4-19-54 
Campbell, E. N., Co., Inc. (engineering and | Johnson City, Temn.................---- 1-19-54 
equipment). 
Campbell, Edward Nelma_. Johnson Ci 1-19-54 
Cardarelli, Frank__......_.- Columbus, 12-28-53 
Carmichel, Willis -- ; Carbondale, ill 12-1-53 
I 25205 hese Elmira, N Y 4-12-44 
oan RN og ee ds ic 4-19-54 
Cashway Building Materials Co__- | Empire ‘Cit 12-30-53 
Cassada, Wilem..................... Elmira, N. 4-12-54 
Cham Construction Co________. Champaign, Il 4-12-54 
he Oakland, Calif_. 4-15-54 
IS © Be occa ..-| Pittsburgh, Pa_. 12-28-53 
Chriswell, John C__...- xc ipebiaie dan | Kalamazoo, M 4-12-54 
City Home Improvement Co... ._..-.......----- | Atlanta, Ga_______- 12+29-53 
Oe peemeee se See en es ' 4, CO 4-15-54 
CU I ac . cena ee Los Angeles, Calif 3-9-54 
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Supplement list of dealers subject to the provisions of regulation VIII, sec. 2— 
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Name Address Date issued 
ee Eh i Licccmneccesvsccsesuil I a... ns ncirincacyesibnaitin’ 4-15-54 
Clark, Thomas Lt Sell icutbintedindseddinsnnncudnee Angeles il irniissicwnncsbiniiee nial ciate 3-09-53 
Cohen, Isadore, M_............_.- éseu diene i OR, Bsn. a oscce con sceitneinnsie 12-29-53 
Cohen) James Westley. SS a. a: OMB ss cccocacca scan tae 12-1-54 
Colonial Construction Co...____- Soko nicaeiee Nn a no, ooccconeetteeneeen 12-29-54 
ED Kalamazoo, Ss oo idwccancuneteiineiietl 4-12-53 
Ocivin Constretuion Oo. ...............-.- 2-2-0], SORORITIES, BIDG. oo necnenenene ce 2-12-54 
EY MR ad on nranneeescpeasaanenieeene Jeffersonville, TE 4 onosine meeneeadeaanactot 2-12-54 
Construction Engineers.......................--- Salt Lake City. ani deed nell 3-12-54 
Consumers Construction Co__.._...........-...- South ~—_ nd, Chicago, Ml......._. 4-8-54 
I Sie Ne eo nui ieac dl 12-29-53 
Behl ant RE RE Los Angeles, Calif................-...... 3-9-54 
Cotter Insulation & Weather stripping Co_____- ace sceeenmee nos 2-12-54 
i WEG iil..-5casscccocseseenansteene ER cee 2-12-54 
Cory Home Improvement Co......_.._..-..-_-- SE, MN os cool ceca cconagierainne 2-17-54 
Crescent Construction Co <5 nally aie ESS ER Tl gil x 12-30-53 
Carruae, 1 ae = L.) Se ree ten een, Ceo och ae 4-15-54 
Cutali, Lou Edeod Rochester, Ue Wao ac ccanbenalie lens Aone 3-10-54 
D 
Daniels, John J- ‘ sslncee ce ettea eee Fort Des Moines, Iowa_-___-.-........- 4-12-54 
GE RRS TE non nai meninnaaliil 1-19-54 
Danzer, Walter H.____ is cc cock einee eainaeenene OR CNN 5. . oo ecco eco neak 12-30-53 
Davis, Sam_.  igeieteh teal oleae nie. 5 cone scion kciebdationn 3-10-54 
Dayton Weather-Tite, Inc_.....-....---__.___- RL. nin dGeccnnecs comeinee 1-8-54 
Dease, J. Edmund (James E. or J. E.)_....____- I Sicha cnncncgcaghabiniodel 4-21-54 
De Shone, Nathaniel Hertle naciidanie Ro eee See 2-23-54 
Diamond "Homes, RE ray Bovempmerd, Mags... ... ....50--esrece<-cos 3-24-54 
Diamond House Specialties Corp pee ote Se aoa een Pt hn+ccawaal pi 3-24-54 
District Home Mondernizers___..___..........-- ollege Park, Md______-- a 28-54 
Donner, Leo. ..| College Park, Md_- 4-12-54 
Dovak, F. Reagan <ul ..| Atlanta, Ga______ 3-10-54 
Dowell, M. C__.. Culver City, Calif. = 4-19-54 
Durante Co_______. Bellmore, N. Y----- Gaae 3-10-54 
Durante, Eugene i Mie hn. lane acta nanhs 3-10-54 
Dutra, Manuel J Sacramento, Calif. ...................-.. 12-30-53 
E 
SS SONI TU oa ci nnnnvnn~n+-ncugeeein I COI a oni soi ntmdpnept eli aadaeaniiiaas 1-8-54 
ee ee 2. ss ee re oo Ey RRS eaial> aati 3-3-4 
Evans, E. K. lor meee)... -.0..:.:... Salt Lake City, OER <<. -ssanpeel 3-11-54 
F 
Factory Materials Co. -...............--------..- nt, Gs 6 a 8 a oa oe 4-8-54 
Farris, William Samuel_--._-_-._......_.....---- OT, Se ee 3-3-54 
Federal Construction Co----_..............-....- Fort Des setees, 2 oe Coeccaeleetione 4-12-54 
Federal Home Improvers.-------.-...-..-.-.---- Albuquerque, N. Mex.--._-........-...- 12-18-53 
, SD Go nao = sss cka eee Pittsburgh, Pa. Zanesville, Gme..;.... 48-54 
TT een Coo oa cnwaabbbsopaene ieee —— Brenan sok baw pedetibasenat 48-54 
Peskmmen, Alvin O.....-......---.-.-..---u.-, SOOM. WER cis 2c 2. -22<i.ncocatsen.-ss-- 3-3-54 
Bf a a EP Se MEY Woo ease deksaoc es 4-21-54 
ES SUES x a cde cee teccntcccopelieedenn Miami, Fla_._-- a ikinin city areneplicdetebehdeniedioeal 3-3-54 
I a sisistn crepe tee eral i ities sins ne one annsik eben 1-28-54 
a a ae Fine Mich. Jacksonville, Fla_.-....-- 1-20-54 
G 
I BI itis a aicddctoncvocusnsnuxcuanals SE I, SIM ons. cicmsplncamusan 4-19-54 
NI Ic Sn coats 4-12-54 
General Builders, Inc...............-...-...----- Des Moines, lowa........--------------. 12-29-53 
Seer! Bane ¥...:...-. ee Beverly Hillis, Calif..........-.....-.--- 1-21-54 
Es 5. <3 Sacnccckshen phen Birmingham, a a ea 12-30-53 
Speer, Pees Mamrees. sooo os cis.-~ ike ne SEE MEE. So Cadowcccactccncseuad 12-30-53 
NN REESE LOI EE Far Rockaway, N. Y. otutnininceihtetiuitell 12-18-53 
Goldberger, ST Wa iccckc.scccn eneqielennel EEL WOE. . <. bcs ccccacsnccoccunall 12-18-53 
SE eee eee = ate Meee Wik... -.ccc2c2 ec saees 3-3-54 
SPI) on ur a os oe oe uae eae Oakland, RI < colt cansoecacbon nee 4-15-54 
0 BSE PS re ote: a eee New Orleans, Wine soso soo see 4-21-54 
..| Carbondale, Ill_-- 12-1-53 
.| Tacoma, W. 12-1-53 
Rochester, N 2-23-54 
Canton, Ohio 4-19-54 
San Diego, Calif 2-9-54 
.| Texarkana, Ark: Te: 3-3-54 
San Diego, Calif od 2-9-54 
Cincinnati, Ohio. Portland, Oreg. 12-28-53 
Louisville, Ky. Indianapolis, Ind. 
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2— Supplement list of dealers subject to the provisions of regulation VIII, sec. 2— 
Dec. 1, 1953, through Apr. 21, 1954—Continued 
ued Name Address Date issued 
15-54 NE ee TF) eee ee Cincinnati, Ohio. Portland, Oreg. 12-28-53 
~9-53 Louisville, Ky. Indianapolis, Ind. 
20-53 Haynes, Milton C. or M. C. or M.....--__--_--- Cincinnati, Ohio. Portland, Oreg. 12-28-53 
~1-54 Louisville, Ky. Indianapolis, Ind. 
29-54 Haynes, Milton Covington.....................- CO GI sini wits ncviarasesaued 12- 28-53 
12-53 Henning, Bert = idiciiticniitbiianatanis petnd «ill in. eines nctincscutccsdtleta 4-15-54 
12-54 I os cennwnccoccusccacsuundesse I ET is acscwusihsmiiebaanioiel 4-14-54 
12-54 Bebe B68. oss sks ic... Lets Beas, Calt....................4.- 1-18-54 
12-54 SS oR: Ger Indiana lis, Ind. East St. Louis, Ml. 1-21-54 
~8-54 H SS EE a Oakland, Calif Ea a 4-15-54 
29-53 I, ccinncnnuscrpseccoscebesnuaee IN, oo 6 cw codncviweioumee 2-26-54 
9-54 Howard Construction & Engineering Co., Inc._.| Flint, Mich... ....................---.- 1-14-54 
12-54 SE a wpiinininein wants akin IES hati aniioct dbledcamnbenyd 4-15-54 
9 | ener eee 7 I IEEE < cenitin Cadden cudiccumennet 4-15-54 
me 
0-53 I } 
5-54 
10-54 Illinois Wholesale Material Co. _..............-- IN Teil ccs oecesadcacne 12-1-53 
Le ee ae I ME. « « sce undsscacdwhadece sued 12-1-53 
I 
[2-54 TP ie oc scecselicccsccucccnude West Springfield, Mass_______- bes 3-19-54 
o-54 is inkncncntennccucauul West Covina, Calif._____. jd idles 1-12-54 
0-53 ye SS ee eee Houston, Tex. .......- hist cintabsaainiein ail 1-29-54 
10-54 Pe ON 55. 5... A 226) eee, Wee... . =... ..-. ERE 12-1-53 
8-54 ss sc saddauadaadban Oakland, Calif........._.._- Siiibinté etal 12-18-53 
54 Johnson, Samuel Holland. ._..._.............-_- Memphis, Tenn_..._...____. Pies tinted | 4-854 
3-54 UNE, WY MINI, Bh on in sinccen ncn can se ladeensud Gee Butane, Wee... 3... <0.<25.....2 2-10-54 
oe PU UIE Bg nin nkcccccctucecccdibeee TUL pk Gl ccieticdiundduticcseds 2-26-54 
8-54 K 
2-4 ame memewieies, Ine. ................. 5c Sees beth, NA. 7... ..... de 4-21-54 
0-54 I oe cwnnavasoocdateasiientenee cnn woupill 3-10-54 
9-54 NN sie ck ads nk ON NS ee 1-21-54 
0-54 IE 6 in icwcinewncneccscuuddisabnel Tuos Angeles, Calif......._....__.....- " 1-21-54 
0-54 epee erwin Gerald... .......- 2,-2.2... es Gem Werk, Mick... .............-..-2.... 2-17-54 
0-53 SIND IY «aunt ccacn.<.sceecceusdawe Gtk Memphis, Tenn. St. Louis, Mo______- 12-1-53 
aC se ca vkinn conn cacscedeusaussue ee Mieines, leowa:.. 2ii........ 220... 12-29-53 
OSS SR See eee Springfield, «REA se apn i | 3-24-54 
cnc caccsddiuanwicddedsdankmianes Bh ME iavicwstihbesuiuLaecbtcwnk 12-28-53 
6-54 I oi. catnnnnaccwdpedtiavaitie. RN oo crear bk 12-28-53 
3-54 SE ME gt, cou cueweu thu aleedacdl Ti chad 1-15-54 
1-54 EP CeCObe.\ bicdeuc cu cdiidiasg-oth Heck Se NNN. Su, Saha: 1-15-54 
PI BUIE EDS + acu eisincccesncsssewweselseuue East Detroit, Mich....................-.- 4-21-54 
ee EE ES GE clin novi censcucneo 421-4 
B54 L 
3-54 Lakewood Fence Co.................-..-.------- Long Beach, Calif..................--.-- 4-13-54 
2-54 Laws & Williams Construction Co_..__________- MIB gc oo oss cece 12-28-53 
5-53 Laws Construction Co... .......-...-......2022. Ss Ee iviiicccwevenwenesstenebee 12-28-53 
4 Laws, Larry...........-.- ise nlshecieinesGteiciseieasaalann aie ao swe eahkicnaeticernvaibied 12-28 -53 
4 RMN, eons 5 ska seesare ce cael fut la Onn, Wek. 3-12-54 
B54 PIE Wh. rosso oct cep ccS eee thee Texarkana, Ark.-Tex....__.....--....--- 3-3-54 
4+ Leigh, BR a nas cs 2g. cae ee Los Angeles, Calif......_............_. 4-19-54 
bi Leppl, Theodore J...................--.-.-..-.0 Ironwood, Mich.._.................. 3-24-54 
i Lifetime Construction Co., Inc._........-......- Cincinnati, Ohio. Louisville, Ky. in- 12-28-53 
oA dianapolis, Ind. Portland, Oreg. 
Lone Star Construction Co._....................| Sam Amtonio, Tex. __.............-.----- 2-10-54 
Pe SY 4 aE ee SS Eee ie eens ae rae 
54 SE itso oon Gcbanesaetae 2) PER coo Cocicsceceeecus seul 
-54 M 
p88 Dire iis 8 he ee Bossier City and Shreveport, La, Bir- 4-8-4 
a ee. Ala. Troy and Albany, 
+53 N 
Mailette, E. A New Orleans, Laie oy o2oo 4-21-54 
M 
or Males, M. Eddie 
54 Mann, Norman L 
"5 4 Marafioti, Carmen 
= Markheim, C. H 
Markheim, Charles Harris 
‘io Martel, Sidney 
53 Mcallister, John P 
c ’ 
a McRoberts, John D 
“54 Medlock Construction Co. 
“54 Medlock Contracting Co 
“54 Medlock, Henrietta (Miss) 
53 SB ERIS Sie tan es 
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Name | Address 
8 ae eee eee ee Gelieee Park, M4..........0hci cies 
Ee es eee SIE, GE iconusannceliessiniiaad 
Mid City Construction Go., Inc., of Ohio__.._-. RON EI Sod SD acialeeeoalel 
Se POON eta, .2cded Ube odindbal Sewde Gprenemens, Blass... cen nenndccuns 
Mirowitz, Task Pais th iknowwndiddninesstbadalietal Fort mith, pT ee er ae 
aaa Ta Atlanta, et. ns) eh 
SE DLs de Si nentwancwstnannne anv clbiiae I GIL, 0 oven nacinntninnndnedill 
Modern Ts cinis eae ein we chargnipdea eden East St. ‘Louis, Ill. Indianapolis, Ind_. 
Modern Heating Plumbing Co__...__..........- EE Us icenncdeasenossnneenihil 
Modern Improvement Co..............-.......- SEAL... ihuicisbchunsseesevaiints 
DN Cone nisausckonswnpencoecstib aie Gasbentale, 1_.....................2508 
ET is ann -wnanieiuasacousagecteotility Oklahoma City, Okla... ---- 2.220 2--- 
NE WF Fon ccccusdendesbchucbuss lb dalll i « scninininmmwnniqathhnaktil 
PIE ciciiwiicccdcacccduaedinnadiantals Jane SOON, MINE. ne cccncseccsnscodl 
Mulholland, OE Miliis ss sc ccccndddesinennaniok RT Bet oniracceecscctenveamneeded 
N 
ROIS TOD. 8... osc c ne. cs dubadbablld West Springfield, Mass.................- 
National Weather Seal Co_....................-- II, CIE cnc cbnccncowenclosalian 
eS ) | eee Se 4 EATERS se 
I I oss w'ctinm nae cpg paces aaa PE, Bic hcp an ccccustmnccbuctiine stil 
oO 
UO, PON Wise odoin sete cass ssescncdiiaeeiil Freewater, Oreg. College Pl., Wash. 
Coeur d’ Alene, Idaho. 
P 
Us Bo bo sei5spsnse sstaecenstnawkdue ails I cccndeccccnceccoscdbdlial 
UN I ss ss cbs ccennnodececessnseaa a dtnccnsdesconscssevoodniill 
A, MED cecal hoc chabecvcsescocumaaadan PE PTE. 6c scccusoncoonssswusiliak 
Pearson, J. J_. bam w cicnbatsaall Louisville, Ky-_- sddiepllndn alin beutiihiinin 
Pearson, John James_- svi sbalen tat Louisville. TN shinwossininasced titan 
Peeler, Walter....___ ere sugociiekadll Caruthersville, Bilin cncdictiedievapaa 
Peninsuloil Burner Corp. es ee Far Rockaway, N. Y...........--..----- 
Peoples ee WO. 6 ceccvcssnJaue- ee NR PO icsaccccccessccsnenunill 
BM, Oe Sa ie UMNO, T9.. Wiesscccccccccoscnnaadinee 
Pittsburgh Brick, Seal Obst 5.32 cite Pittsburgh, Pa....._.....- sathinsadee 
Plymough Rock Wool Insulation Co. .-........- Ea. 
Pollock, Don F.. pwtssds conga’ Empire City, Fremont, Nebr-_........-- 
Pollock, Don F., Properties, iee.......Gatc. Empire City, Fremont, Nebr...........- 
Pollock, Samuel V__..._. ition. ial SE NN TE 4. sa caiediaedimianinndll 
Portnoy, A. H. Sawa DCE es 
Preferred Construction, Inc_..........-.....-.-- RRS ERR : 
Pyramid Lumber & Roofing OR nnctitidd pect REEEEENIEDD, Dilcncnssnosevavenneneeeeus 
Q 
Genyte Testing Ob... . 2.220 sccc co situlse ese LgnGheurst, Ohio........-.<.-00-dh sue 
Quayle, Joseph T.. itoasediinnionndeieln Lyndhurst, Ohilo...... -..-4sannenish sone 
Quayle & Krause Re Pa Ne IES, IDs... 00 onc enunubb canton 
R 
I, BG iii. oo nin nnn nsomttschadncdiel i. a) eae SS 
SY SR ccidietnsnnpcasasscentinald opnibienin Carle Place, Westeary, N. Y.....-...-- 
Raughiey, Eugene Erwin.__....................- Birntingham, Sl trite gconedmaiieaiad a ee 
NT CUD ince skis puidiesimeghonctdldnpdeihe Divmiighem, Als. ....2.-. <0: ennecinde 
PENNE, EMO, OOo cine on cen gepih << dems adie os GU baibss idk cacbowenmiadabae 
PIII TI nd corp aoimcni on mistndienes Atlanta, Ga___......-.-- ~ nih emenenitt 
Reliance Construction Co...._... ....-.....-... OS i, A Se 
RE GI 6. oncnnpncncannt pun swon dite Jecksonville, F Fla. Flint, Mich........- 
ES Eh eiccintheecnnsdcapsctousansbontny of NE, GI cn ccncvacncevusdabeles 
TT iiika., nn uinkatinedawsatinspieel _.| Des Motnes. Ie IB ain ano hesosbuiee ot 
a rae Oakland, i sr cindires iimenpnischecitianhadieataiail 
Robins, Lester J. & P. Robins... ............-- 7 SS eR 
DINU... .c.cna<-cacnacacasepecaccal Peet, DD..O. .....ccncecnsnddveaie 
pepiem, eee 3 : Pnvs+cuscancswiuegensiele ~aeneeen, 2 8 ots eae coenianereiieinii kiana 
inson iter Fin ddn nad bp tibia <s6eceel yy bf Wow omernceeminaiunmiehal 
Rogers, CRONE T ......c...-<c.014hielsaelanall SEI, WEEE. wn ncucsnaupnadeasianiennie 
I MGS Diwan: snonncusencssstiielsconheniil Texarkana, Ark.-Tex_...............-..- 
On, DUOTMIOM.....n...-<sceccoonsdoastemunill IE I sin wsrcarcmmasenieiredisn hima 
Rovin Contracting iincssssapiibemeeste ofreneall i .......aneaseasonnuuceinan 
I, NOU Tn wand Rein es Relieee a OG, MEO... .......<a.asieeesth onan 
Rovin, Morris D. Ton vnccs.scecencnenheeennien Bt. Loum, Mio............. art mtscnaoniell 
8 
Saleem, Arthgr Mie iis. cnigen ben cintdmoned Zanesville, Ohio. Pittsburgh, Pa....... 
San Diego Construction Co-.................--... San | Sh. « anecncaeeiianaienmmnall 
IMIR da. oc wounsineneneelieaniell OEE, WN. <oscccesnacuguetmantumball 
EERE REED a Tt Park, Biincnocccsccuguneanel 
i CD cinincnonnncnnennnsonnamegettwasal INOW Brighten, Pa... ...- 2. cnc eee 
Babpeuberg, Maite hale ini iliie inns canal oaenalales CRUNGIEE, SPUD... . - <2. dcinnntcinectunpuen altel 








Date issued 
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Supplement list of dealers subject to the provisions of regulation VIII, sec. 2— 


Dee. 1, 1958, crenge mens 21, ries ditineurnacnnll 














Name Address Date issued 
Sohuldt, Longsworth..._.... : = eatin Newark, N. cs 124-53 
Seal-Tite Construction Co _-.ss.2....--.-| Hialeah ‘and ‘Miami; Fla. . . 2-12-54 
Shelley, J. H ous Jace ccndacdeeete > <i) See, Clty and Shreveport, ‘La. Bir- 48-54 
oe. Ala. Troy and Albany, 
Sivers, Joseph W ar Sudden delta 4 Carbondale, Ill. a ee alae lle 12-1-53 
Silverstein, Henry... .._.. ion adie omen nian Los Angeles Calif........ 1-28-54 
Snow, Richard D sd sihaeenaie Caruthersville, Mo Bits. 3-26-54 
os Mer ee ©... 4G o5. sn ddbdn: .acasa Kee I NS on ok ciswiedunee~< 1-8-54 
t Water of California a nde wb ayigvere ogc si En an 1-15-54 
Soriano, Martin 8_.. _...-.--| San Diego and El 1 Cajon, ( ‘Calif 2-9-54 
Southwest Fire Detection Service. ........| Oklahoma City, Okla_-. Lis 1-13-54 
Square wapely, ec, MBs... iueee eu PE, WOMEN. = wocntedensnsdcoonsen 12-18-53 
CIR aida cp ~~ od adcdannnschte inocula Calif. aati lca lence: ca 4-90-54 
Stagno Releesy i. ian sil sisal Oakland, Calif___........- 2-17-54 
State Fire Alarm Co.............--- oi we aia Freewater, Oreg. College Place, Wash. 2-17-54 
and Couer d'Alene, Idaho. 
State Roof & Siding Co., Inc... .... aepeneyer Los Angeles, Calif. ..__. 3-9-54 
Sta-Tex Co 4 pores dgekdennse see oeeee feme------ Saisie sete 2-23-54 
Stefan, James N cppann< en nshdakerde dies seek Oakland, Calif aoa 2-23-54 
Stonecrafters, Inc_-. SSG pka a Sheds dae Los Angeles, Calif... _- 1-21-54 
Stonecrafter of Fresno. ...........-.....------..-. Fresno, Calif... weal 1-21-54 
Stonecrafter of Oakland... _........... ...-.-.-| Oakland, Calif.......... 1-21-54 
Stonecrafter of San Diego.................-----.-. San Diego, Calif. --.. 1-21-54 
Storm Proof Roofing Co......................-..| Houston, Tex.............- 1-19-54 
Superior Insulation Co wep x< SGU epadk .-| Ironwood, Mich.. 3-24-54 
Sutton, Donald E aati vautaeneccnescll Sa City, Utah. 3-11-54 
Swaab, Gerald L_...._....-- Re Oak Park, Mich... 2-17-54 
Sw irky, Joseph isvucebis Springfield, Mass. 3-24-54 
Syracuse Aluminum W indow Co.. ..---.----| Syracuse, N. Y- 48-54 
¥ 
Tansey, R. E., Construction Co-. ot penahels Kirkwood, Mo......-- 1-18-54 
Tansey, Robert E.._.. 5 is lahat peewee’, ve woul 1-18-54 
Texakote Corp ‘ ightiea ve = SRR SS A ee 4-12-54 
Timm, Henry J SSdideaiste de ces cds ahen Salt Cait 4-15-54 
Top-Kraft Products Corp. butte eoncsiedsbaink sin ee 4-12-54 
U 
Uniflow Pump & Well Supplies. .......-....-.- ie ogra ohuue 2-23-54 
U. 8. Home Improvement Co- .._-........... . Phi viphia. ae: and Newark, N. J 4-13-54 
Vv 
VO, Ia odo «sone cege coco cckbetbapen Buffalo, % mania vawcradeees 3-10-54 
Vi — on bisoeee Jose dviied tne eatin A Mn adsigiace csc csccocasvese 4-12-54 
Vogle, R ible atin siandieion adnan SF ous: - Lcskeinedeitiaan 1-13-54 
Ww 
WH, Fon. cen coscs Ree cas EE a ee 4-15-54 
ao | eee Camere ER ac ititiGencscneqesenees 12-1-53 
SR nc ccctnaneeneyesccecasscnunkndi een New Orleans, La..............-.-.-- je 4-21-54 
WON Bh oo. nsec ccascccussn- dics ipeueae Haw SS idles oihiandipews = ihe éais 1-15-54 
WES CINE. 605 5555s 55. ownage ssl lyn, N. Y-. atheaiil 1-22-54 
Weiss, Lewis .- Liabn din du oibinn dds aaanisnheipinied ened Philadelphia, Pa., Newark, N. J_. 4-13-54 
Rs I ace aah ssss sss cso dmnb alae Oakland and Los Angeles, Calif. 12-18-53 
Werner, M tehel CURED 5 cn nnsse ci tecbanen SE CR cra ciiddencincce-supeew ‘ 12-18-53 
WHMIS ic ccclédbiniecscmisorssumebabs ng cceneinw y-owsaiiinndo’ 3-10-54 
Western Sesocprions pipeedenasqigiaten cnuwcn dG Ven gue SUEY 6 kaivncinownswe~--cusneson 1-15-54 
Western Home Constructica Co...............-- Los Angeles, Ce akititansan wanisebineee 1-28-54 
West Side Roofing & Siding Co... ......-.....-- NS SLES II ITS AA: 3-10-54 
Ween, DemiarG Bo... no. il ccc send cs — Beach, Sin dik sw nad wenmns , 4-13-54 
Williams Construction Co.......---------------- Amarillo, Tex.......------- cae 12-28-53 
WU, CRIN WH os. device cslin ocewasnendd Birmingham, Ala... ......- 12-30-53 
Williams, IG Se gia RR Amarillo, Tex ee cis abil 12-28-53 
EE WEE eccdvecccsccceupasdyecnenieeeeel Texar ER FE ecvnewnswneeceomiy 3-3-54 
TUE, Be Dac ctisnswevsdcenenahdnpacburssiuie Oakland, ls ic n-chcdaonabinbnih acai a crue wsiehiboti 12-18-53 
GE crcvicwwevwersueeneshdbeewideedienl SS ee 12-29-53 
EE dine ww cownutedeiidimdnanwedenuiknlll EE EN Sa 2-23-54 
Wi ID ies caiciivemtwweiwitn wan wininns Texarkana, Ark.-Tex. Shreveport, La_. 3-3-54 
IE oo winiroeeadansicovoesupicaril To asin weegeunnst 1-22-54 
WEES Dnictvuuvcneeiasedidandtecdttenae Se iia caaionaimeen ein 4-15-54 
PO OI, OR icc ceweccwed en cesusessennenel eG ind rordinewlbesavseustuine 4-15-54 
Wycokoff, UN io cc sedis entire w cca ae ER os tine ontivedi alaietl 4-12-54 
Y 
Y¥ , Richard J__....- siniewniwivilvectilic seen ta, as nanenemawnud 1-29-54 
ING D ob) one cnieavarn-dabennutysebeae Ts ie a snaaidihnin cneiiineel 1-20-54 
i cnn nctivicnsseneeennndicssenel rn oc lnowukatnns<eseeidion 48-54 
Yellan, Bernice..............-------------------- oe St agits aLuwcluias iwdenemaeeaies ae 
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Supplement list of dealers subject to the provisions of regulation VIII, sec. 2— 
Dec. 1, 1958, through Apr. 21, 1954—Continued 








Name Address Date issued 
Zz 
Zukerman, Ben.--._..... cienn wp aliens: San Francisco, Calif..................... 2-23-54 
a... Newark, N. 5 Bast Rutherford, and 1-22-54 
East Orange, N. J. 








Dealers no longer subject to the provisions of regulation VIII, sec. 2, Jan. 31, 
1953, through Apr. 22, 1954 








Date 
Name Address rencinded 

TT itt ctenniennnesinne nena Getenvite, Bi 0... sincnecagnkcsandoneied 12-30-53 

pe SS aR a Los Angeles, South Gate, Eagel Rock, 7-24-53 
and Bever! y Ht Hills, Cali lif. 

American Water Softener Co., Inc_.............- Los apie, Son Eagle Rock, 7-24-53 
and Bev erly B ills, Calif 

X 10-27-53 

oodbridge, N.J_ 1-29-54 

Minn 1-20-54 

5-19-53 

8-14-53 

8-14-53 

8-14-53 

54-53 

3-17-54 

1-22-54 

1-28-54 

5-18-53 

5-18-53 

3-17-54 

4-23-53 

1-25-54 

4-24-53 

10-26-53 

10-27-53 

10-27-53 

10-27-53 

1-25-54 

3-17-54 

5-19-53 

Koby, oe SID sn Ainccinssncninminnmedimeesine ee ee. TN... -cncnnmenensesned 4-24-53 

Maith menny Site ocimiadiainss anon ennaaaaaeain Seen. iT: kein aneelnnaea 5-19-53 

EE nr ENG BD. oc os cn tnnngnanosninesntl 5-19-53 

Moriarty, William Eee Se Des ees ond Davenport, lowa. 4-15-53 

i Rin caw enue abel Brooklyn and t east Rockaway, N. Y-. 9-11-53 

i ea ead en myeaky wm, Koet Rockaway, and 9-11-53 

National Construction Co___.............-.-.... Minnea NEL. «+ cancssnodubindicanl 5-18-53 

RII: Ti... i ain wettiasionsienibatieiiial Cineinnati, Ohio...............-.....-.. 48-53 

CR Te ol nies hh eent niki ~iinsatinhcepeatiliiendiidaania IL, TUN. .cnccwrneccenacutnnsed 10-26-53 

Pateco Equipment Co.....................-.....- ED, BO. nnon cantidnnawncswannsnt 3-19-53 

I TIE i onktmarccnewensnnniiieniedll BO AGSGD, TUE, ...--cececsiisinsdudisae 3-19-54 

ee ene taleaelindl TIER. «i cnho< =. cadundieiilfieee ail 6-29-53 

RE DEM Ps TE. on nnncnnnetansneenvatial 8-14-53 

Rup} ae BR enon nnn naan onions _ Angeles, a ae 

ED Bin nn anion nncicnadaianianssiedenling — ate, Eagle Rock, 24-53 
and Bever! iy Hills, Calif 

SSS LAR EE OE * SE rer 1-22-54 

Sed ned innananmnnnsienesindiadaedeanial Ne oeaek. Belmer, and Bradley Beach, 1-28-54 
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(The following title I regulations, of 1947, were ordered inserted in 
the record, see p. 1671 :) 


FEDERAL HOUSING ADMINISTRATION, 
Washington 25, D. C., December 19, 1947. 


To: All Directors and Chief Underwriters. 
Subject: Policy Governing Utilization of Title VI Authorization. 

The instructions contained in this letter shall be effective as soon as you have 
received wire notification from me that the President has signed the bill increas- 
ing insurance authorization under Title VI. Please keep the contents of this 
letter confidential until you receive wire advice from me. 

To assure the most advantageous and equitable use of the new Title VI au- 
thorization, it has been determined that upon resumption of operations the addi- 
tional authorization will be controlled by commitments isawed rather than appli- 
cations received. Therefore, applications will be received regardless of volume 
until the total authorization is committed. It has been estimated that field 
offices probably cannot process and commit more than the presently approved 
authorization plus the additional $750,000,000 authorization in the time remain- 
ing until March 31, 1948, the legal expiration date. 

It is recognized that the volume of applications filed may exceed the new au- 
thorization of $750,000,000. However, the greater the volume of applications that 
come in, the more selective field offices can be in carrying out the goal of Title VI 
to provide housing for veterans. 

Applications now on hand and hereafter received shall be procesesed and 
committed on a basis of selectivity and not necessarily in the order filed. Ac- 
cordingly, builders should be encouraged to file applications in an orderly manner, 
rather than in a highly accelerated volume. Such orderly filings will alsc make 
it more possible for field offices to maintain a high capacity processing. 

All applications filed shall be processed and committed on the basis of the 
following criteria : 

1. A substantial portion of all commitments issued shall be for rental units. 

2. Commitments shall not be issued in excess of the capacity of the builder 
to complete during the life of the commitment. 

3. Commitments shall not be issued in excess of the estimated market 
absorption. 

4. Preferential consideration in the order of processing and committing 
shall be given to applications which offer the best possibilities for the pro- 
duction of housing at the lowest prices or rents. 

In addition to the above selective criteria, your attention is called to Section 
2 of the new legislation : 

“Title VI of the National Housing Act, as amended, shall be employed to assist 
in maintaining a high volume of new residential construction without supporting 
unnecessary or artificial costs. In estimating necessary current cost for the 
purposes of said title, the Federal Housing Commissioner shall therefore use 
every feasible means to assure that such estimates will approximate as closely 
as possible the actual costs of efficient building operations.” 

Therefore, you are directed to take such steps as may be appropriate to make 
certain that necessary current cost estimates do not reflect costs of inefficient 
building operations. 

For your information, the Section 608 Administrative Rules are being revised. 
The amended rules are now being printed and should be in your hands within 
the next few days. The revision makes all Section 608 loans hereafter applied 
for subject to certain regulatory requirements that were previously applicable 
only to loans in excess of $200,000. 

Very truly yours, 

FraNnkKuin D. RicHarps, Commissioner. 





Hovusrne anp Home Finance AGENcy, 
Hovustne ADMINISTRATION, 
December 27, 1947. 
To All on the Attachés List: 
The President has today signed the bill increasing insurance authorization 
under title VI by $250 million with authority in President to further increase 
authorization by $500 million. Applications under title VI may be accepted 








1968 


upon receipt of this telegram and policy governing utilization of title VI authori- 
zation contained in my letter of December 19 made public. All applicants 
filing under Section 608 should be advised of the amended rules. 


FRANKLIN D. RicHarps, Commissioner. 
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FEDERAL HOUSING ADMINISTRATION, 
Washington 25, D. C., January 6, 1948. 

To: Directors of All Field Offices. i 

Subject: Changes Required in Procedure and Forms in Accordance With the 
Revisions to the Administrative Rules Effective December 19, 1947. 


The Administrative Rules as revised December 19, 1947, will require changes 
in procedure and certain administrative and legal forras. Such changes are 
discussed hereinafter and you are cautioned that these changes will be applica- 
ble to mortgages on which a commitment to insure is issued on or after December 
19, 1947, pursuant to applications for mortgage insurance filed on or after De- 
cember 19, 1947, and to reopened applications and commitments as hereinafter 
provided. 

As outlined in the telegram dated December 27, 1947, to all field offices, all 
Section 608 applications received on or after December 19, 1947, shall be num- 
bered from a new block of serial numbers beginning with 42001 and prefixed 
by the three digits indicating the insuring office. 

Any application for mortgage insurance which has been rejected or withdrawn 
or any commitment which has been terminated or permitted to expire, if re- 
opened after the date of this letter, shall be subject to the provisions outlined 
in the Administrative Rules as revised December 19, 1947. Such reopened 
applications and commitments shall be handled in accordance with existing 
instructions except they shall be assigned a new project number as described 
ir the preceding paragraph. This new number shall also be shown on all forms 
and papers transferred from the old to the new docket. 

The Schedule of Collections shall list the new project number as though it 
were a new project. If any of the Examination, Application, or Commitment fee 
was collected and retained under the former project number and, for that reason 
none or only part of such fees are due and collected under the new project num- 
ber, cross reference shall be made on the Schedule of Collections in the “re- 
mitter”’ column to the former project number. This will apply also where a fee 
for reopening or for increase in face amount is being collected and recorded 
under the new project number. 

The following forms shall be amended by the insuring office to the extent 
outlined below whenever a commitment is issued pursuant to the Administrative 
Rules revised December 19, 1947. 

FHA Form No. 2432—-W, Commitment for Insurance, shall be amended 
by striking out Condition 4 (a) and (b) and inserting in lieu thereof the 
gummed rider, Mimeo. No. 78914. 

FHA Form No. 2453—-W, Commitment to Insure Upon Completion, shall be 
amended by striking out Condition 6 and inserting in lieu thereof the 
gummed rider, Mimeo. No. 78914. 

FHA Form No. 2433-W, Mortgagor’s Certificate, shall be amended by 
deleting Paragraph (1) and inserting in lieu thereof the gummed rider, 
Mimeo. No. 78913. 

FHA Form No. 2455-W, Request for Endorsement of Credit Instrument 
Certificate of Mortgagee and Mortgagor, shall be amended by deleting 
therefrom the note following Paragraph 4 (c). This form is further re- 
vised by striking out Paragraph 6 (1) and inserting in lieu thereof gum- 
med rider, Mimeo. No. 78913. 

FHA Form No. 2450-W, Completion Assurance Agreement, shall be 
amended by deleting therefrom the note following Paragraph 2 (b). 

All forms discussed above shall be used without change where the Appli- 
cation for Mortgage Insurance was filed prior to December 19, 1947 and a 
Commitment has been or will be issued pursuant to Administrative Rules 
in effect immediately prior to the revision of December 19, 1947. 

As outlined in Section 608 Rental Housing Letter 150, if the mortgage 
to be insured does not exceed $200,000, and the mortgagor is an individual, 
the mortgagor will be regulated by a regulatory agreement entered into 
between the mortgagor and the Commissioner. A new Regulatory Agree- 
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ment, FHA Form 2466, is being printed and as soon as it is available from the 
printer, a bulk shipment of this form will be forwarded to your office. 

The Model Form of Certificate of Incorporation, Mimeo. No. 43650, will 
be used regardless of the amount of the mortgage wherever the mortgagor 
is a corporation. Therefore, this form has been revised accordingly and 
also has been revised to provide that dwelling accomodations of the cor- 
poration shall not be rented for a period in excess of three years nor shall 
the property be rented as an entirety without prior written approval of the 
preferred stock holders. This form has been further amended to provide 
that the books and accounts of the corporation shall be kept in accordance 
with the uniform system of accounting prescribed by the Commissioner. 

Where the Application for Mortgage Insurance was filed prior to Decem- 
ber 19, 1947, the Model Form of Certificate of Incorporation revised Sep- 
tember 1947 shall be used without change. 

For your information there are enclosed herewith copies of the two gummed 
riders, Mimeo. Nos. 789183 and 78914, and a revised copy of the Model Form of 
Certificate of Incorporation, Mimeo. No. 43650. A bulk shipment of these 
forms is being mailed under separate cover and additional supplies may be 
ordered in the usual manner. 

The above changes in the administrative and legal forms include all the re- 
visions necessary to comply with the Administrative Rules as revised December 
19, 1947. 

Very truly yours, 
Cryve L. Powety, Assistant Commissioner- 

Commissioner’s Clearance 1048. 


(Substitute paragraph for Par. (1) of FHA Form 2433—W of Par. 6 (1) FHA 
Form 2455-—W ) 


(1) That the undersigned possesses the powers necessary for and incidental 
to the ownership, construction and operation of a rental housing project as 
required by the provisions of Section 608 of the National Housing Act and the 
Administrative Rules applicable thereto, and as evidence thereof we hand you 
herewith : 

(a) CJ An original and two conformed copies of our regulatory agreement 
conforming to the requirements of your Administrative Rules, or 

(b) CO A certified and two conformed copies of our Corporate Charter, grant- 
ing such powers and conforming to the requirements of said Rules and 
Commitment. 


(Substitute paragraph for Par. 4 (a) & (b) of FHA Form 2432-W or Par. 6 of 
FHA Form 2453-—W) 


The Mortgagor must possess the powers necessary for and incidental to the 
purpose of providing housing for rent and sale, and there shall be filed with 
the Commissioner prior to endorsement of the mortgage for insurance a regu- 
latory agreement or a copy of the charter of the Mortgagor corporation or other 
authority certified to by the granting authorities as the case may require in 
order to conform with the requirements of Section IV of the aforesaid Adminis- 
trative Rules and this Administration shall be furnished with certified copies 
of the by-laws of a corporate Mortgagor, together with minutes of all meetings 
of incorporators, stockholders, and directors or other proceedings required by 
the laws of the jurisdiction in which the project is located as necessary to vali- 
date the loan. The Mortgagor shall be required to establish and maintain a 
“Reserve Fund for Replacements” of $____..------ per annum to be accumu- 
lated monthly under control of the Mortgagee, commencing on the date of the 
first payment to principal as established in the insured Mortgage unless a later 
date is agreed to by the Commissioner and shall file with the Commissioner a 
rental schedule approved by him, or his duly constituted representative, prior 
to the opening of the project for rental, which schedule shall not exceed the 
maximum average rental of $_.._.------- per room per month for dwelling 
accommodations based on a count of _.....------ rooms. 


44750—54——_-43 
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Mopet Form oF CERTIFICATE OF INCORPORATION * 



































(ce 
corp 
Revised January 1948 eos 
This is to certify: but 1 
Ce ee ee ene uiteneroearnguernesinaamas aed | cove! 
(name) miss 
whose posteiiie edéreis 167250) a as ea so re 
wild JSS TSS Sas es Se ee , whose post office address (a 
(name) paid 
Bhi tc eiiteerin ba idelnlilaect indicia MN hihi db inlnibitidllinedinne—— of th 
(name) until 
WROSS. G86 GHGS, ROGNOED BR neni ren cieniiiesitears sient ininmene bt Hou 
all being of full legal age, do, under and by virtue of the general laws of the is fi 
State of Maryland, authorizing the formation of corporations, associate our- q we 
selves with the intention of forming a corporation. the 
Second. That the name of the corporation is ..-.....---_---------------.__.. mor 
Third. The purpose for which the corporation is formed and the business and the 
objects to be carried on and promoted by it are as follows: is al 
(a) to create a private corporation to provide housing for rent or sale, and to 
to acquire any real estate or interest or rights therein or appurtenant thereto Sue 
and any and all personal property in connection therewith. on f 
(b) to improve and operate, and to sell, convey, assign, mortgage or lease sha’ 
any real estate and any personal property. auc! 
(c) to borrow money and issue evidences of indebtedness in furtherance of any = er 
or all of the objects of its business; to secure the same by mortgage, deed of our 
trust, pledge or other lien. = t 
(d) to apply for and obtain or cause to be obtained from the Federal Hous- ( 
ing Commissioner a contract or contracts of mortgage insurance pursuant to aur 
the provisions of the National Housing Act as amended, covering bonds, notes at 
and other evidences of indebtedness issued by this corpcration and any inden- até 
ture of Mortgage or Deed of Trust securing the same. So long as any property dir 
of this corporation is encumbered by a mortgage or Deed of Trust insured by Wt 
the Federal Housing Commissioner it shall engage in no business other than chs 
the construction and operation of a Rental Housing Project or Projects. “ € 
(e) to enter into, perform and carry out contracts of any kind necessary to, ‘ ; 
or in connection with, or incidental to the accomplishment of any one or more at 
of the purposes of the corporation. tra 
Fourth. The Post Office address of the place at which the principal office of on 
the corporation in this State will be located is _.....-------~-----.---..---_.. ret 
The resident agent of the corporation is _...._._._-------------~--~--- , whose post an 
GEA® REGIE TS oi kes a 
Fifth.’ The corporation shall have three directors, and . od 
, and shall act as such until the tic 
first annual meeting or until their successors are duly chosen and qualified. int 
Sixth. The total amount of the authorized capital stock of the corporation of 
ir ee shares of which 100 shares having a par value of $1.00 per ste 
share shall be designated “Preferred Stock’ * and __-..._-______ shares shall on 
be designated “common stock”,* which shares of capital stock shall have the 
preferences and restrictions as follows: an 
(a) The holders of the preferred stock shall be entitled to receive, when and fa 
as declared by the Board of Directors, noncumlative dividends at the rate of os 
five cents (5¢) per share per annum, before any sum or sums shall be set apart, o 
for or applied to the purchase or redemption of the preferred stock and before 
any dividend or other distribution shall be declared, set apart, paid or made . 
in respect of the common stock. a 
(b) The net earnings of the corporation, after providing therefrom dividends = 
on preferred stock and all reserves hereinafter required, may be applied each . 
year in payment of dividends to stockholders. e 
r 
1 Based on Maryland form of Charter. Should be drawn so as to conform to laws of tl 
jurisdiction in which filed. : 
be soy convenient odd number of directors may be provided. s 
* This stock must be registered in the name of Federal Housing Administration ; it must t 
be par stock; the value and number of shares (not less than 5) may vary from that t 


designated herein but the consideration paid for it will always be $100. The certificate 
should contain a statement of the rights, privileges, and restrictions pertaining to this 
stock. Dividends shall be at the rate of 5% per annum. 

*The “common stock"’ may be par or no par, be divided into one or more classes, provide 
for such preferences as are deemed appropriate, and may be designated otherwise. 
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(c) The preferred stock at any time outstanding may be redeemed by the 
corporation at par and dividends declared thereon, but unpaid to the date of 
such redemption, provided, however, that such stock shall be so redeemed, upon 
but in no event before; the termination of any contract of mortgage insurance, 
covering any indebtedness of the corporation without obligation upon the Com- 
missioner to issue debentures as a result of such termination. Preferred stock 
so redeemed shall be retired and cancelled. 

(d) Anything to the contrary herein notwithstanding, no dividends shall be 
paid upon any of the capital stock of the corporation (except with the consent 
of the holders of a majority of the shares of each class of stock then outstanding) 
until all amortization payments due under the Mortgage insured by the Federal 
Housing Commissioner have been paid, and until a reserve fund for replacement 
is first established and maintained by the allocation to such reserve fund in 
a separate account with the mortgagee (or in the case of a Deed of Trust with 
the Beneficiary) or in a safe and responsible depository designated by the 
mortgagee commencing on the date of the first payment toward amortization of 
the principal of the mortgage insured by the Commissioner unless a later date 
is approved in writing by the holders of the preferred stock, of an amount equal 
Qari ie Se Cen te Ee ) and a like amount monthly thereafter. 
Such fund whether in the form of a cash deposit or invested in obligations of, 
or fully guaranteed as to principal and interest by the United States of America 
shall at all times be under the control of the mortgagee. Disbursements from 
such fund, whether for the purpose of effecting replacements of structural ele- 
ments, furnishings and mechanical equipment of the project, or for any other 
purpose, may be made only after receiving the consent in writing of the holders 
of the preferred stock. 

(e) In the event of any default by the corporation, as hereinafter defined, and 
during the period of such default, the holders of the preferred stock, voting as 
a class, shall be entitled to remove all existing directors of the corporation, 
and to elect new directors in their stead: Provided, however, that one of said 
directors shall be the owner or holder of one or more shares of common stock. 
When such default or defaults shall have been cured, the right to elect directors 
shall again vest in the holders of the common stock. 

Seventh. The corporation shall not without prior approval of the holders of 
a majority of the shares of preferred stock, given either in writing or by vote 
at a meeting of the preferred stockholders called for that purpose (a) assign, 
transfer, dispose of, or encumber any real or personal property, including rents, 
except as specifically permitted by the terms of the mortgage, (b) remodel, 
reconstruct, demolish, or subtract from the premises constituting the project 
and subject to such mortgage, (c) permit the occupancy of any of the dwelling 
accommodations of the corporation except at or below the rents fixed by the 
schedule of rentals provided hereinafter, (d) consolidate or merge the corpora- 
tion into or with any other corporation; go into voluntary liquidation; carry 
into effect any plan of reorganization of the corporation; redeem or cancel any 
of its shares of preferred stock, or effect any changes whatsoever in its capital 
stock; alter or amend the certificate of incorporation or fail to establish and 
maintain reserves as set forth in this certificate of incorporation. 

Righth. (a) The happening of any of the following events shall constitute a 
default within the meaning of that word as used in this certificate: (1) the 
failure of the corporation to have dismissed within thirty days after commence- 
ment, any receivership, bankruptcy or other form of liquidation instituted by 
or against the corporation; (2) the failure of the corporation to pay the princi- 
pal, interest, or any other payment dve on any note, bond, or other obligation 
executed by it, as called for by the terms of such instrument; (3) the failure 
of the corporation to establish and maintain the reserve fund for replacements 
provided for in Article Sixth, Section (d) hereof or the use of such fund except 
as permitted in said section; (4) the failure of the corporation, continuing for 
a period of fifteen days, to perform any of the covenants, conditions or provisions 
required by it to be performed by this certificate, the By-laws of the corporation, 
the Mortgage, or any contract to which the corporation and the Commissioner 
shall be parties, or fail to carry out in full the terms of any agreement whereby 
the loan covered by the insured mortgage is to be advanced or the project is 
tv be constructed and operated. 

(b) In the event the mortgagor is in default under the terms of this certificate 
ef incorporation or has failed to perform the covenants required by it to be per- 
formed under the terms of this certificate or by any Mortgage insured by the 
Commissioner, the Commissioner may require the corporation to furnish at 
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the expense of the corporation a complete audit of its books of account duly 
certified by a certified public accountant. 

(c) Upon any default by the corporation, the president or the secretary, or 
either of them, as may be required by law, shall, at the request in writing of 
the holders of record of a majority of shares of the preferred stock, addressed 
to him at the office of the corporation hereinabove designated and stating the 
purpose of the meeting, forthwith call a special meeting to take place within 
ten days after such call, of the preferred stockholders for the purpose of the 
removal of existing directors and the election of new directors. If such officers 
shall fail to issue a call for such meeting within three days after the receipt of 
such request, then the holders of a majority of the shares of the preferred stock 
may do so by giving notice as provided by law, or, if not so provided, then by 
giving ten days’ notice of the time, place and object of the meeting by advertise- 
ment inserted in any newspaper published in the county or city-in which the 
principal office of the corporation is situated. When such default shall have been 
eured, the president or the secretary, or either of them, as may be required by 
law, shall, at the written request of the holders of a majority of the outstanding 
shares of the capital stock of the corporation, call in the manner provided by 
law, a special meeting of the stockholders of the corporation at which the then 
existing directors may be removed and new directors elected in the usual manner 
provided in this certificate of incorporation. Such officer shall give notice as 
provided by law, or, if not so provided, he shall give ten days’ notice of the time, 
place and object of such meeting as above provided. 

Ninth. The following provisions are hereby adopted for the conduct of the 
affairs of the corporation and in regulation of the powers of the corporation, 
the directors and stockholders : 

(a) (1) Dwelling accommodations of the corporation shall be rented at a 
maximum average rental per room per month fixed by the Board of Directors of 
the corporation and approved by the holders of the preferred stock. A schedule 
of rentals for the reasonable rental value of each apartment based upon the 
average as so determined shall be filed with the holders of the preferred stock, 
prior to leasing or offering for lease of any of the dwelling accommodations of 
the project, and when approved by them, shall thereafter be maintained except 
as provided in Article Seventh hereof. Dwelling accommodations of the cor- 
poration shall not be rented for a period in excess of three years nor shall the 
property be rented as an entirety without prior written approval of the preferred 
stockholder. Store accommodations shall be rented at a rental to be fixed by 
the directors with the prior written approval of the holders of the preferred stock. 
(2) The corporation shall have the right to charge to and receive from any 
tenant such amounts as from time to time may be mutually agreed upon between 
tenant and the corporation with the written approval of the holders of a ma- 
jority of the shares of preferred stock, for any facilities and/or services which 
may be furnished by the corporation to such tenant upon his request, over and 
above the facilities and services to which such tenant may be entitled by vir- 
tue of his lease, including among other things, telephone operator and switch- 
board services, electric current, gas, air cooling and conditioning and other ad- 
ditional or extraordinary facilities or services which may be furnished by the 
corporation in connection with the operation of such housing facilities. 

(b) The corporation shall maintain its accommodations and the grounds and 
equipment appurtenant thereto in good and substantial repair and condi- 
tion: Provided, that in the event all or any of the buildings covered by the 
mortgage shall be destroyed or damaged by fire or other casualty, the money 
deriving from any insurance on the property shall be applied in accordance 
with the terms of the insured mortgage on the premises. 

(c) The corporation, its property, equipment, buildings, plans, offices, appa- 
ratus, devices, books, contracts, records, documents and other papers relating 
thereto shall be subject to examination and inspection at any reasonable time 
by the Commissioner or his duly authorized agents; the corporation shall keep 
full and complete records of all corporate meetings of directors and stockholders 
and shall also keep copies of all written contracts or other instruments which 
affect it or any of its property, all or any of which may be subject to inspection 
and examination by the Commissioner or his duly authorized agents. 

(d) The books and accounts of the corporation shall be kept in accordance 
with the uniform system of accounting prescribed by the holders of the preferred 
stock. 

(e) The corporation shall furnish the Commissioner within 60 days following 
the end of each fiscal year a complete annual financial report. 
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(f) At the request of the Commissioner, or of the holder of a majority of 
shares of the preferred stock, his or their agents, employees or attorneys, the 
corporation shall give specific answers to questions upon which information is 
desired from time to time relative to the income, assets, liabilities, contracts, 
operation and condition of the property and the status of the insured mortgage 
and any other information with respect to the corporation or its property which 
may be requested. 

Tenth. The duration of the corporation shall be perpetual. 

To be appropriately executed, acknowledged and filed with the proper authori- 
ties of the State where incorporated. 





FEDERAL HoUsSING ADMINISTRATION, 
Washington 25, D. O., December 19, 1947. 
To: All Approved Mortgagees. 
Subject: Revisions to the Administrative Rules for Rental Housing Insurance 
under section 608 of the National Housing Act. 

Attached hereto is a copy of the revised Administrative Rules for Rental 
Housing Insurance under Section 608 of the National Housing Act, effective 
December 19, 1947. ‘These revised rules will affect all commitments issued 
pursuant to applications for mortgage insurance received subsequent to December 
19, 1947. 

The principal effect of these revisions is to eliminate that portion of the 
Administrative Rules which heretofore applied to mortgages not exceeding 
$200,000 and to provide for the regulation of rents and methods of operations 
on all projects in the same manner as heretofore provided where the mortgage 
exceeded $200,000. 

If the mortgage to be insured exceeds $200,000 the mortgagor must be a 
corporation or one of the other types of organization heretofore required in 
such cases. If the mortgage to be insured does not exceed $200,000 the mort- 
gagor may also be an individual as previously permitted. Under the revised 
Administrative Rules, however, the corporate mortgagor, regardless of the 
amount of the mortgage, will be regulated to the same extent and in the 
same manner as previously provided in the case of mortgages exceeding 
$200,000 and the individual mortgagor will be similarly regulated by regulatory 
agreement entered into between the mortgagor and the Commissioner. 

There have been no changes made in the administrative regulations issued 
August 15, 1946, which are attached for convenient reference. 

Very truly yours, 
FRANKLIN D. RICHARDS, 
Federal Housing Commissioner. 
Attachment. 


ADMINISTRATIVE RULES OF THE FEDERAL HOusING COMMISSIONER UNDER SECTION 
608 or Tirte VI oF THE NATIONAL Housing Act 


[Revised December 19, 1947] 
SECTION I. APPROVAL OF MORTGAGEES 


1. The following may become the mortgagee of a mortgage insured under 
Section 608 of the National Housing Act: 

(a) Any institution or organization which is approved as a mortgagee 
under Sections 203 (b) or 608 (b) of the National Housing Act; and 

(b) Any other chartered institution or permanent organization having 
succession, upon its approval by the Commissioner for a particular 
transaction. 

2. As a condition precedent to insurance, the mortgagee must agree that it 
will ascertain the general physical condition of the mortgaged property at inter- 
vals not greater than one (1) year, and that, if at any time it be determined by 
the mortgagee that. in addition to ordinary wear and tear, the mortgaged prop- 
erty is being subjected to permanent or substantial injury, through unreasonable 
use, abuse or neglect, the mortgagee will, unless adequate provisions satisfactory 
to a prudent lender is made for the prompt restoration of the mortgaged property, 
forthwith take such action as may be available to it under the mortgage and ap- 
propriate to the particular case, for the protection and preservation of the mort- 
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gaged property and the income therefrom, and the submission of an application 
for insurance shall be evidence of such agreement. 

3. The Commissioner reserves the right to refuse to approve any institution 
or organization as the mortgagee of a particular mortgage or to withhold any 
such approval pending compliance by such institution or organization, with addi- 
tional conditions which in the discretion of the Commissioner are required in 
the particular case. 

4. Approval of a mortgagee may be withdrawn by notice from the Commis- 
sioner upon violation of the agreement mentioned in subsection 2 of this Section, 
and such approval may also be withdrawn at any time for other cause sufficient 
to the Commissioner, but no withdrawal will in any way affect the insurance of 
mortgages theretofore accepted for insurance. 


SECTION II, APPLICATION AND COMMITMENT 


1. Any approved mortgagee may submit an application for insurance of a mort- 
gage about to be executed, or of a mortgage already executed. 

2. The application must be made upon a standard form prescribed by the 
Commissioner and filed at the local Federal Housing Administration office 
serving the area in which the property is located. 

83. The application must be accompanied by the mortgagee’s check to cover, 
(a) an “Application Fee” computed at the rate of one dollar and fifty cents 
($1.50) per thousand dollars ($1,000) of the original face amount of the mortgage 
loan for which application is made, to cover the costs of analysis by the Com- 
missioner, and (b) a sum referred to as “Commitment Fee’) which when added 
to the Application Fee will aggregate three dollars ($3.00) per thousand of the 
face amount of the mortgage loan approved for insurance by the Commissioner, 
and which shall be paid at the time of delivery of the commitment. If the 
application is refused without an estimate of replacement costs being made by the 
Commissioner, the fee paid will be returned to the applicant. If, after insurance, 
the amount of an insured mortgage is increased either by amendment or by the 
substitution of a new insured mortgage, a further fee shall be paid, based upon the 
amount of such increase. 

4. Upon approval of an application, a commitment will be issued upon a form 
approved by the Commissioner, setting forth the terms and conditions upon 
which the mortgage will be insured which commitment may be on a form provid- 
ing for advances of mortgage money during construction and the insurance of 
such advances or it may be on a form providing for insurance of the mortgage 
after completion of the improvements depending upon the request of the mort- 
gagee indicated upon the application for mortgage insurance. 

5. The inspection fee computed at the rate of five dollars ($5.00) per thousand 


dollars of the face amount of the commitment shall be paid as provided for in 
the commitment. 


SECTION III. ELIGIBLE MOBTGAGES 


To be eligible for insurance— 

1, The mortgage must be excuted upon a form approved by the Commissioner 
for use in the jurisdiction in which the property covered by the mortgage is 
situated by a mortgagor with the qualifications hereinafter set forth in Section 
IV, must be a first lien upon property that conforms with the property standards 
prescribed by the Commissioner, and the mortgagee must be obligated, as a part 
of the mortgage transaction, to disburse the entire principal amount of the mort- 
gage to, or for the account of, the mortgagor. 

2. The mortgage must secure a principal obligation in multiples of one hundred 
dollars ($100) but not exceeding five million dollars ($5,000,000). and not in 
excess of ninety per centum (90%) of the amount which the Commissioner 
estimates will be the necessary current cost of the completed property or project, 
including the land; the proposed physical improvements; utilities within the 
boundaries of the property or project; architects’ fees; taxes and interest 
accruing during construction; and other miscellaneous charges incidental to con- 
struction and approved by the Commissioner: Provided, That such mortgage 
shall not in any event exceed the amount which the Commissioner estimates will 
be the cost of the completed physical improvements on the property or project, 
exclusive of offsite public utilities and streets, and organization and legal ex- 
penses. Such part of the mortgage as may be attributable to dwelling use shall 
not exceed $1,500 per room: Provided, That the Commissioner may increase this 
amount to $1,800 where in his discretion cost levels so require. 
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3. The mortgage must have a maturity satisfactory to the Commissioner and 
should come due upon the first day of a month. 

4. The mortgage may bear interest at such rate as may be agreed upon between 
the mortgagee and the mortgagor, but in no case shall such interest rate be in 
excess of four per centum (4%) per annum. Interest shall be payable only on 
principal outstanding and shall be payable in monthly instalments. 

5. The mortgage must contain complete amortization provisions satisfactory 
to the Commissioner requiring monthly payments on a level annuity or declining 
annuity basis as agreed upon by the mortgagor and mortgagee. Where the 
insured mortgage does not exceed $200,000, payments on account of principal 
shall begin not later than the first day of the twelfth month following execution 
of the mortgage. Where the mortgage does exceed $200,000, such principal 
payments shall begin not later than the first day of the eighteenth month follow- 
ing the execution of the mortgage, or at such earlier date, as may be determined 
by the Commissioner at time of commitment. In cases where a commitment has 
been issued to insure upon completion amortization shall commence on the first 
day of a month not later than thirty (30) days after the expiration date of the 
commitment. 

6. The mortgage may provide for monthly payments by the mortgagor to the 
mortgagee of an amount equal to one-twelfth (42) of the annual mortgage 
insurance premium payable by the mortgagee to the Commissioner. Such pay- 
ments shall continue only so long as the contract of insurance shall remain in 
effect. The mortgage shall provide that upon the payment of the mortgage 
before maturity, the mortgagor shall pay the adjusted premium charge referred 
to in Section 2, Article ITI, of the Regulations. 

7. The mortgage shall contain a covenant binding the mortgagor to keep the 
property insured by a standard policy or policies against fire and such other 
hazards as the Commissioner, upon the insurance of the mortgage, may stipulate, 
in an amount which will comply with the coinsurance clause applicable to the 
location and character of the property, but not less than eighty percent (80% ) 
of the actual cash value of the insurable improvements and equipment of the 
project. The initial coverage shall be in an amount estimated by the Commis- 
sioner at the time of completion of the entire project or units thereof. The 
policies evidencing such insurance shall have attached thereto a standard mort- 
gagee clause making loss payable to the mortgagee and the Commissioner, as 
interests may appear. 

&. The mortgage shall provide for such equal monthly payments by the 
mortgagor to the mortgagee as will amortize the ground rents, if any, and the 
estimated amount of all taxes, water rates and special assessments, if any, and 
fire and other hazard insurance premiums, within a period ending one month 
prior to the dates on which the same become delinquent. The mortgage shall 
further provide that such payments shall be held in trust for the benefit and 
account of the mortgagor by the mortgagee, for the purpose of paying such ground 
rents, taxes, water rates and assessments, and insurance premiums, before the 
same become delinquent. The mortgage must also make provision for adjust- 
ments in case the estimated amount of such taxes, water rates and assessments, 
and insurance premiums shall prove to be more, or less, than the actual amount 
thereof so paid by the mortgagor. 

9. All monthly payments to be made by the mortgagor to the mortgagee as 
hereinabove provided in subsections 4 to 8 inclusive, shall be added together and 
the aggregate amount thereof shall be paid by the mortgagor each month in a 
single payment.. The mortgagee shall apply the same to the following items 
in the order set forth : 

(a) premium charges under the contract of insurance ; 

(b) ground rents, taxes, water rates, special assessments, and fire and 

other hazard insurance premiums ; 

(c) interest on the mortgage ; and 

(d) amortization of the principal of the mortgage. 
Any deficiency in the amount of any such aggregate monthly payments shall, 
unless made good by the mortgagor prior to or on the due date of the next such 
payment, constitute an event of default under the mortgage. 

10. The mortgage must contain a provision or provisions, satisfactory to the 
Commissioner, giving to the mortgagee, in the event of default or foreclosure of 
the mortgage, such rights and remedies for the protection and preservation ‘of 
the property covered by the mortgage and the income therefrom, as are available 
under the law or custom of the jurisdiction. 
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11. The mortgagee may charge the mortgagor the amount of the application 
fees provided in subsection 3 of Section II of these Rules and an initial service 
charge to reimburse itself for the cost of closing the transaction, Such initial 
service charge may be in an amount not in excess of one and one-half per centum 
(1%%) of the original principal amount of the mortgage. 

12. In addition to the charges hereinbefore mentioned, the mortgagee may 
collect from the mortgagor only recording fees, mortgage, and stamp taxes, if any, 
and such costs of survey and title search as are approved by the Commissioner. 

13. The mortgage may contain such other terms, conditions, and provisions with 
respect to advances during construction, assurance of completion, release of parts 
of the mortgaged property from the lien of the mortgage, insurance, repairs, 
alterations, payment of taxes, default and management reserves, foreclosure 
proceedings, anticipation of maturity, and other matters as the Commissioner 
may in his discretion prescribe or approve. The mortgagee may include in the 
mortgage a provision for such additional charge in the event of prepayment of 
principal as may be agreed upon between the mortgagor and mortgagee, provided, 
however, that the mortgagor must be permitted to prepay up to fifteen per centum 
(15%) of the original principal amount of the mortgage in any one calendar year 
without any such additional charge. 

14. The mortgage must be executed with respect to a project which, in the 
opinion of the Commissioner, is an acceptable risk in view of the shortage of 
housing. 


SECTION IV. ELIGIBLE MORTGAGORS 


1. A mortgagor must establish that after final disbursement of the loan, the 
property covered by the mortgage is free and clear of all liens other than such 
mortgage, and that there will not be outstanding any other unpaid obligation 
contracted in connection with the mortgage transaction or the purchase of the 
mortgaged property, except obligations which are secured by property or col- 
lateral owned by the mortgagor independently of the mortgaged property. 

2. The mortgagor must establish, in a manner satisfactory to the Commissioner, 
that after completion of the project, preference or priority of opportunity to 
occupy will be given to veterans of World War II and their immediate families, 
except that this requirement does not apply to hardship cases as detined by the 
Commissioner and approved by him. 

3. A mortgagor must have a general credit standing satisfactory to the 
Commissioner. 

4. In addition to meeting the requirements set forth above in this section, 
the mortgagor must be— 

(a) a corporation or trust formed or created, with the approval of the 
Commissioner, for the purpose of providing housing for rent or sale, and 
possessing powers necessary therefor and incidental thereto, which cor- 
poration, or trust, until the termination of all obligations of the Commis- 
sioner under such insurance, is regulated or restricted by the Commissioner 
as to rents or sales, charges, capital structures, and methods of operation 
to such an extent as may be deemed advisable by the Commissioner. Such 
regulation or restriction shall remain in effect until such time as the mort- 
gage insurance contract terminates wtihout obligation upon the Commis- 
sioner to issue debentures as a result of such termination. So long as such 
contract of insurance is in effect, the corporation or trust shall engage in no 
business other than the construction and operation of a Rental Housing 
project or projects; or 

(b) a Federal or State instrumentality, a municipal corporate instru- 
mentality of one or mere States, or a limited dividend corporation formed 
under and restricted by Federal or State housing laws as to rents, charges, 
and methods of operation. 

(c) if the mortgage is not in excess of $200,000, the mortgagor may be 
an individual. 


SECTION V. SUPERVISION OF MORTGAGORS 


1. The mortgagor shall deposit with the mortgagee an amount equivalent to 
not less than one and one-half percent (14%%) of the original principal 
amount of the mortgage, in trust for the purpose of meeting the cost of equipping 
and renting the project subsequent to completion of construction of the entire 
project or units thereof, and to pay taxes and insurance premiums for the twelve 
(12) months’ period following the completion of construction. Any balance 
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of said fund not used or set aside for the above purposes shall be paid to the 
mortgagor upon completion of the entire project to the satisfaction of the Com- 
mission. In cases where a commitment to insure upon completion is issued, 
this requirement may be waived at the discretion of the mortgagee. 

2. The mortgagor must establish in a manner satisfactory to the Commissioner 
that, in addition to the proceeds of the insured mortgage, the mortgagor has 
funds sufficient to assure completion of construction of the project. The Com- 
missioner may require such funds, if any, to be deposited with and held by the 
mortgagee in a special account or with an acceptable trustee or escrow agent 
under an appropriate agreement approved by the Commissioner which will 
require such funds to be expended for work and material on the physical 
improvements prior to the advance of any mortgage money. 

3. The Commissioner may require the deposit with the mortgagee or with 
an acceptable trustee or escrow agent under an appropriate agreement of such 
cash as may be required for the completion of offsite public utilities and streets. 

4. A corporate mortgagor shall be regulated through the ownership by the 
Commissioner of certain shares of special stock (or other evidence of beneficial 
interest in the mortgagor) which stock or interest will acquire majority voting 
rights in the event of default under the mortgage or violation of provisions of 
the charter of the mortgagor or the violation of any valid agreement entered into 
between the mortgagor, the mortgagee and/or the Commissioner, but only for a 
period coextensive with the duration of such default or violation. The shares 
of stock or of beneficial interest issued to the Commissioner, his nominee or 
nominees and/or the Federal Housing Administration shall be in sufficient amount 
to constitute under the laws of the particular State a valid special class of stock 
or interest and shall be issued in consideration of the payment by the Commis- 
sioner of not exceeding in the aggregate $100. Such stock shall be represented 
by certificates issued in the name of the Commissioner, and/or in the name of his 
nominee or nominees, and/or in the name of the Federal Housing Administration, 
as the Commissioner shall require. Upon the termination of all obligations of 
the Commissioner under his contract of mortgage insurance or any succeeding 
contract or agreement covering the mortgage obligation, including the obligation 
upon the Commissioner to issue debentures as a result of such termination, all 
regulation and restriction of the mortgagor shall cease. When the right of the 
Commissioner to regulate or restrict the mortgagor shall so terminate, the shares 
of special stock or other evidence of beneficial interest shall be surrendered by 
the Commissioner upon reimbursement of his payments therefor, plus accrued 
dividends, if any, thereon. Such regulation and the additional regulation or 
restriction hereinafter provided in this Section shall be made effective by incor- 
poration of appropriate provisions therefor in the charter or other instrument 
under which the mortgagor is created, or by agreement. In all cases where 
the insured mortgage is in excess of $200,000, the mortgagor must be a corpora- 
tion or a trust. 

In the case of an individual mortgagor, regulation by the Commissioner may be 
exercised through a regulatory agreement in form and content satisfactory to the 
Commissioner. 

The following are the items which will be regulated or restricted in the manner 
and to the extent hereinbefore indicated: 

(a) No charge shall be made by the mortgagor for the accommodations 
offered by the project in excess of a rental schedule to be filed with the Com- 
missioner and approved by him or his duly constituted representative prior 
to the opening the project for rental, which schedule shall be based upon a 
maximum average rental fixed prior to the insurance of the mortgage, and 
shall not thereafter be changed except upon application of the mortgagor to, 
and the written approval of the change by, the Commissioner. 

(b) The established maximum rental shall be the maximum authorized 
charge against any tenant for the accommodations offered and shall include 
all services except telephone, gas, electric, and refrigeration facilities, 
Charges permitted in addition to such maximum rental shall be subject to 
the approval of the Commissioner. 

(c) The regulation and restriction provided for in the above paragraphs 
(a) and (b) of this subsection shall not apply so long as the maximum 
rents are regulated by another agency of the United States Government. 
Such maximum rental as established by such agency of the United States 
will be accepted by the Commissioner as an approved rent schedule. Upon the 
expiration of the authority of any such agency to fix maximum rentals, 
the established maximum rental schedule then in force with respect to 
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the project shall be the established maximum rental schedule within the 
provisions of (a) and (b) above, and shall not thereafter be changed 
except upon approval of the Commissioner. 

(d) A reserve for replacements shall be accumulated and maintained 
with the mortgagee so long as the mortgage insurance is in force, and the 
amount and types of such reserves and conditions under which they shall 
be accumulated, replenished and used, shall be specified in the regulatory 
agreement or charter. Failure to comply with the terms of this require- 
ment may be considered by the Commissioner as a default under the terms 
of the regulatory agreement or charter. 

(e) The mortgagor shall keep full and complete records of all corporate 
meetings of directors, stockholders and finance committee, if any, and 
of the elections and resignations of its officers; and whether an individual 
or a corporate mortgagor shall keep complete, orderly and accurate books 
of account and shall also keep copies of all written contracts or other 
instruments which affect it or any of its property which shall be subject to 
inspection and examination by the Commissioner or his duly authorized 
agents at all reasonable times. 

(f) The mortgagor shall furnish at the request of the Commissioner, his 
employees or attorneys, specific answers to questions upon which informa- 
tion is desired from time to time relative to the income, assets, liabilities, 
contracts, operation, conditon of the property and the status of the insured 
mortgage and any other information with respect to the mortgagor or its 
property which may reasonably be required. The above enumeration of 
specific items shall not be deemed in any manner to limit the generality of 
the preceding sentence. In cases the mortgagor is in default under the 
insured mortgage, its regulatory agreement or charter, or has failed to meet 
any of the applicable requirements of this section or is in default with 
respect to any agreement between the mortgagor and the mortgagee or 
under any contract for the improvement of the mortgaged premises or 
under any agreement to which the Federal Housing Commissioner is a 
party, or in case an inspection shows that the property is not being managed 
or maintained in a manner satisfactory to the Commissoner, the Commis- 
sioner may require the mortgagor to furnish at the expense of the latter 
a complete audit of its books of account duly certified by a public acountant 
satisfactory to the Commissioner. 

5. Assurance for the completion of a project may be either (1) the personal 
undertaking or obligation in a form and by an obligor or obligors designated by 
the mortgagee and satisfactory to the Commissioner, in an amount at least equal 
to ten per centum (10%) of the construction cost, or (2) an escrow deposit in an 
approved depositary of cash or securities of, or fully guaranteed as to principal 
and interest by, the United States of America, in an amount at least equal to ten 
per centum (10%) of the construction cost, conditioned on completion of the 
project to the satisfaction of the Commissioner. 

6. In the event the mortgagor is a Federal or State instrumentality, a munici- 
pal corporate instrumentality of one or more states, or a limited dividend cor- 
poration formed under and restricted by Federal or State housing laws as to 
rents, charges and methods of operation, as described in subsection 4 (b) of 
Section IV of these Rules, the Commissioner may, in his discretion, waive the 
requirements set forth in this Section, in whole or in part. 


SECTION VI. ELIGIBLE PROPERTIES 


1. A’ mortgage to be eligible for insurance must be on real estate held in fee 
simple, or on the interest of the lessee under a lease for not less than ninety-nine 
(99) years which is renewable, or under a lease having a period of not less than 
fifty (50) years to run from the date the mortgage is executed. 

2. At the time the mortgage is insured the mortgagor shall have constructed 
and completed or shall be obligated to construct and complete new housing 
accommodations on the mortgaged property designed principally for residential 
use, conforming to standards satisfactory to the Commissioner, and consisting 
of not less than eight (8) rentable dwelling units on one site and may be detached, 
semidetached, or row houses, or multifamily structures. 

3. Such dwellings and other improvements, if any, must not violate any zoning 
or deed restrictions applicable to the project site and must comply with all 
applicable building and other governmental regulations. 
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SECTION VII. TITLE 


1. In order to be eligible for insurance, the Commissioner must determine 
that marketable title to the mortgage property is vested in the mortgagor as of 
the date the mortgage is filed for record. The Commissioner will examine the 
title to property covered by a mortgage offered for insurance and in the event 
a determination of eligibility with respect to title is made as herein provided, 
such finding shall constitute a part of the contract of insurance evidence by the 
insurance endorsement. 

2. Upon endorsement of the mortgage for insurance, the mortgagee, without 
expense to the Commissioner, shall furnish to the Commissioner a survey satis- 
factory to him and a policy of title insurance as provided in paragraph (a) of this 
subsection, provided, however, that in the event the mortgagee is unable to 
furnish such policy for reasons satisfactory to the Commissioner, the mortgagee, 
without expense to the Commissioner, shall furnish evidence of title as provided 
in paragraphs (b), (c), or (da) of this subsection as the Commissioner may 
require. 

(a) A policy of title insurance with respect to such mortgage issued by a 
company satisfactory to the Commissioner. Such policy shall comply with 
the “L, I. C. Standard Mortgagee Form,” or the “A. T. A. Standard Mortgagee 
Form,” or such other form as may be approved by the Commissioner and which 
offers substantially the same coverage under substantially the same conditions 
and stipulations. Such policies may contain such “permitted” and other 
exceptions, restrictions, and limitations as are approved by the Commissioner. 
The policy shall become effective as of the date the mortgage is filed for 
record and shall run to the mortgagee and the Commissioner, their successors 
and assigns, as their respective interests may appear. 

(b) An abstract of title satisfactory to the Commissioner, prepared by an 
abstract company or individual engaged in the business of preparing ab- 
stracts of title, accompanied by a legal opinion satisfactory to the Commis- 
sioner, as to the quality of such title, signed by an attorney at law experi- 
enced in the examination of titles. 

(c) A Torrens or similar title certificate. 

(d) Evidence of title conforming to the standards of a supervising branch 
of the Government of the United States of America, or of any State or 
territory thereof. 


SECTION VIII, INSURANCE OF ADVANCES DURING CONSTRUCTION 


1. The Commissioner, the mortgagor, and the mortgagee shall, prior to the 
insurance of the mortgage, agree with respect to the manner and conditions 
under which advances (if any) during construction are to be made by the mort- 
gagee and approved for insurance by the Commissioner. 

2. Such agreement shall require the mortgagee to notify the Commissioner, 
through the insuring office having jurisdiction over the territory in which the 
property is situated, in writing, on an application form prescribed by the Com- 
missioner, setting forth the proposed date and the amount of the advance to be 
made, and the Commissioner shall deliver to the mortgagee within a reasonable 
time from the date of such notice a certificate executed on behalf of the Com- 
missioner on a form prescribed by him setting forth the amount approved for 
insurance or advising the mortgagee of the Commissioner’s nonapproval and 
setting forth the reasons therefor. 

3. Such agreement shall be set forth on a form prescribed by the Commissioner, 
shall contain such additional terms, conditions and provisions as the Commis- 
sioner shall in the particular case prescribe or approve, and when properly 
executed by the Commissioner and the mortgagee, shall constitute a part of the 
mortgage insurance contract. 

4. No advance under any mortgage shall be eligible for insurance unless there 
is filed with the application for such advance a certificate or certificates in the 
form required by the Commissioner, certifying that the laborers and mechanics 
employed in the construction of the dwelling or dwellings or housing project 
involved have been paid not less than the wages prevailing in the locality in 
which the work wes performed for the corresponding classes of laborers and 
mechanics employed on construction of a similar character, as determined by 
the Secretary of Labor prior to the beginning of construction and after the date 
of the filing of the application for insurance. , 

5. In the event a commitment to insure upon completion is issued and accepted 
the provisions of subsections 2 and 3 do not apply. 
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SECTION IX, EFFECTIVE DATE 


These Administrative Rules are effective as to all mortgages on which a com- 
wnitment to insure under Section 608 is issued on or after December 19, 1947, 
pursuant to applications for mortgage insurance filed on or after said date. 

Issued at Washington, D. C., December 19, 1947. 


FRANKLIN D. RIcHARDS, 
Federal Housing Commissioner. 


ADMINISTRATIVE REGULATIONS OF THE FEDERAL HovusiINnGc COMMISSIONER UNDER 
SecTion 608 or TITLE VI or THE NATIONAL Housine Act 


APPLICABLE TO ALL MorTGAGES INSURED UnveR Section 608 


ARTICLE I 


These Regulations may be cited and referred to as “Regulations of the Fed- 
eral Housing Commissioner under Section 608 of the National Housing Act, 
issued August 15, 1946.” 


ARTICLE Il. DEFINITIONS 


As used in these Regulations— 

1. The term “Commissioner” means the Federal Housing Commissioner. 

2. The term “Act” means the National Housing Act, as amended. 

3. The term “Mortgage” means such a first lien upon real estate and other 
property as is commonly given to secure advances (including but not being 
limited to advances during construction) on, or the unpaid purchase price of, 
real estate under the laws of the State, district or Territory. in which the real 
estate is located, together with the credit instrument or instruments, if any, 
secured thereby. 

4. The term “insured mortgage” means a mortgage which has been insured 
by the endorsement of the Commission, or his duly authorized representative. 

5. The term “mortgagor” means the original borrower under a mortgage and 
its successors and such of its assigns as are approved by the Commissioner. 

6. The term “mortgagee” means the original lender under a mortgage, its 
Successors and such of its assigns as are approved by the Commissioner, and 
includes the holders of the credit instruments issued under a trust mortgage or 


deed of trust pursuant to which such holders act by and through a trustee therein 
named. 


ARTICLE III. PREMIUMS 


1. The mortgagee, upon the initial endorsement of the mortgage for insurance, 
shall pay to the Commissioner a first mortgage insurance premium equal to one- 
half of one per centum (14 of 1%) of the original face amount of the mortgage. 

(a) If the date of the first principal payment is more than one year fol- 
lowing the date of such initial insurance endorsement the mortgagee, upon 
the anniversary of such insurance date, shall pay a second premium equal 
to one-half of one per centum (14 of 1%) of the original face amount of the 
mortgage. 

On the date of the first principal payment the mortgagee shall pay a third 
premium equal to one-half of one per centum (1% of 1%) of the average out- 
standing principal obligation of the mortgage for the following year which 
shall be adjusted so as to accord with such date and so that the aggregate 
of the said three premiums shall equal the sum of (i) one per centum 
(1%) of the average outstanding principal obligation of the mortgage for 
the year following the date of initial insurance endorsement and (ii) one- 
half of one per centum (% of 1%) per annum of the average outstanding 
principal obligation of the mortgage for the period from the first anniversary 
of the date of initial insurance endorsement to one year following the date 
of the first principal payment. 

(b) If the date of the first principal payment is one year or less than 
one year following the date of such initial insurance endorsement the mort- 
gagee, upon such first principal payment date, shall pay a second premium 
equal to one-half of one per centum (4 of 1%) of the average outstanding 
principal obligation of the mortgage for the following year which shall be 
adjusted so as to accord with such date and so that the aggregate of the 
said two premiums shall equal the sum of (i) one per centum (1%) per 
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annum of the average outstanding principal obligation of the mortgage for 
the period from the date of initial insurance endorsement to the date of 
first principal payment and (ii) one-half of one per centum (% of 1%) of 
the average outstanding principal obligation of the mortgage for the year 
following the date of the first principal payment. 

(c) Where the credit instrument is initially and finally endorsed for in- 
surance pursuant to a Commitment to Insure Upon Completion, the mort- 
gagee on the date of the first principal payment shall pay a second premium 
equal to one-half of one per centum (% of 1%) of the average outstanding 
principal obligation of the mortgage for the year following such first princi- 
pal payment date which shall be adjusted so as to accord with such date and 
: so that the aggregate of the said two premiums shall equal the sum of one- 
a half of one per centum (1% of 1%) per annum of the average outstanding 
principal obligation of the mortgage for the period from the date of the 
insurance endorsement to one year following the date of the first principal 
payment, 

Until the mortgage is paid in full or until claim under the contract of insurance 
is made or until the contract of insurance shall terminate the mortgagee, on 
each anniversary of the date of the first principal payment, shall pay an annual 
mortgage insurance premium equal to one-half of one per centum (% of 1%) of 
the average outstanding principal obligation of the mortgage for the year follow- 
ing the date on which such premium becomes payable. 
The premiums payable on and after the date of the first principal payment 
shall be calculated in accordance with the amortization provisions without taking 
into account delinquent payments or prepayments. 
Premiums shall be payable in cash or in debentures issued by the Commissioner 
under Title VI of the Act at par plus accrued interest. All premiums are payable 
in advance and no refund can be made of any portion thereof except as herein- 
after provided in subsection 3 hereof. 
2. In the event that the principal obligation of any mortgage accepted for 
insurance is paid in full prior to maturity, the mortgagee shall within thirty (30) 
days thereafter notify the Commissioner of the date of prepayment and shall 
collect from the mortgagor and pay to the Commissioner an adjusted premium 
charge of one per centum (1%) of the original face amount of the prepaid 
mortgage, except that if at the time of any such prepayment there is placed on 
the mortgaged property a new insured mortgage in an amount less than the 
original face amount of the prepaid mortgage, an adjusted premium shall be paid 
based upon the difference between such amounts at the rate applicable as above 
stated, depending upon the date of prepayment. 
In no event shall the adjusted premium exceed the aggregate amount of 
premium charges which would have been payable if the mortgage had continued 
to be insured until maturity. 
No adjusted premium shall be collected by the mortgagee in the following cases: 
(a) where at the time of such prepayment there is placed on the mort- 
gaged property a new insured mortgage for an amount equal to or greater 
than the original face amount of the prepaid mortgage; or 
(b) where the final maturity specified in the mortgage is accelerated 
solely by reason of partial prepayments made by the mortgagor which do 
not exceed in any one calendar year fifteen per centum (15%) of the original 
face amount of the mortgage; or 
(c) where the final maturity specified in the mortgage is accelerated solely 
by reason of payments to principal to compensate for (1) damage to the 
mortgaged property, or (2) a release of a part of such property if approved 
by the Commissioner ; or 
(d) where payment in full is made of a delinquent mortgage on which 
foreclosure proceedings have been commenced, or for the purpose of avoid- 
ing foreclosure, if the transaction is approved by the Commissioner ; or 
(e) where, at the time of prepayment, there is placed on the property a 
new insured mortgage less than the original principal amount of the pre- 
paid mortgage, provided that the Commissioner finds that the collection 
of such charge would be inequitable under the particular circumstances of 
the transaction. 
Upon such prepayment the contract of insurance shall terminate. 
If at the time of prepayment a new insured mortgage is placed on the same 
property, the Commissioner will refund to the mortgagee for the account of the 
mortgagor an amount equal to the pro rata portion of the current annual mort- 
gage insurance premium theretofore paid, which is applicable to the portion of 
the year subsequent to such prepayment. 
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ARTICLE IV, INSURANCE ENDORSEMENT 


1, Upon compliance satisfactory to the Commissioner with the terms and con- 
ditions of his commitment to insure, the Commissioner shall endorse the original 
credit instrument in form as follows : 


TI aiadeee ecto 
Insured under Section 608 
Of the National Housing Act 
and Regulations Thereunder of the 
Federal Housing Commissioner 
Rip Fee ON eho eee e ee kee 

To the Extent of Advances 

Approved by the Commissioner 


FEDERAL HOUSING COMMISSIONER 


2. The mortgage shall be an insured mortgage from the date of such endorse- 
ment. The Commissioner and mortgagee shall thereafter be bound by these 
Regulations with the same force and to the same extent as if a separate con- 
tract had been executed relating to the insured mortgage, including the pro- 
visions of these Regulations and of the National Housing Act. The term 
“contract of insurance” as used herein means the agreement evidenced by such 
endorsement. 

3. After all advances under the mortgage have been made with the approval 
of the Commissioner, the Commissioner, upon proof of compliance with any 
and all conditions upon which prior advances were approved for insurance, 
and upon presentation of the original credit instrument, will make a notation 
below the insurance endorsement in form as follows: 


A total sum of $ ...-..------ 
Has Been Approved for Insurance Hereunder 
By the Commissioner 


FeperRAL Housing COMMISSIONER 


4. In cases where a commitment bas been issued to insure upon completion 
the Commissioner will, upon full compliance with the terms of such commit- 
ment endorse the original credit instrument for insurance by executing both 
certificates of the endorsement form as set forth in Sections 1 and 3 of this Article. 


ARTICLE VY. RIGHTS AND DUTIES OF A MORTGAGEE UNDER THE CONTRACT OF INSURANCE 


1. The mortgagee shall be entitled to receive the benefits of the insurance, at 
its option, either as provided in subsection (a) or subsection (b) hereunder, 


(a) If the mortgagor fails to make any payment due under or provided to 
be paid by the terms of the mortgage, whether or not such failure to 
pay is caused by failure to perform some other covenant or obligation 
under the mortgage because of which the mortgagee has declared the 
full amount due and payable under an acceleration clause contained therein, 
and such failure continues for a period of thirty (30) days, the mortgage 
shall be considered in default and the mortgagee shall within thirty (30) days 
thereafter give notice in writing to the Commissioner of such default. At 
any time within thirty (30) days after the date of such notice, or within 
such further period as may be agreed upon by the Commissioner in writing, 
the mortgagee shall, in such manner as the Commissioner may require, as- 
sign, transfer, and deliver to the Commissioner the original credit instrument 
and the mortgage securing the same. without recourse or warranty, except 
that the mortgagee must warrant that no act or omission of the mortgagee has 
impaired the validity and priority of the mortgage, that the mortgage is 
prior to all mechanic’s and materialmen's liens filed of record subsequent to 
the recording of such mortgage regardless of whether such liens attached 
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prior to such recording date, and prior to all liens and encumbrances which 
may have attached or defects which may have arisen subsequent to the re- 
cording of such mortgage except such liens or other matters as may be 
approved by the Commissioner, that the amount stated in the instrument 
of assignment is actually due and owing under the mortgage, that there are 
no offsets or counterclaims thereto, and that the mortgagee has a good right 
to assign the mortgage and other items enumerated below : 

(1) all rights and interest arising under the mortgage so in default; 

(2) all claims of the mortgagee against the mortgagor or others, aris- 
ing out of the mortgage transaction ; 

(3) all policies of title or other insurance or surety bonds or other 
guaranties, and any and all claims thereunder ; 

(4) any balance of the mortgage loan not advanced to the mortgagor ; 

(5) any cash or property held by the mortgagee or its agents or to 
which it is entitled, including deposits made for the account of the mort- 
gagor and which have not been applied in reduction of the principal of 
the mortgage indebtedness; and 

(6) all records, documents, books, papers, and accounts relating to 
the mortgage transaction. 

Nothing contained in this subsection shall be so construed as to prevent the 
mortgagee from taking action at a later date than herein specified, provided 
the Commissioner agrees thereto in writing. 

The mortgagee, prior to the assignment of the mortgage to the Commissioner, 
shall offer evidence satisfactory to him that the original title coverage has 
been extended to include all advances of mortgage money made up to the 
date of assignment showing title satisfactory to the Commissioner as de- 
fined in Section 4 of this Article. 

(b) If the mortgagor fails to make any payment to the mortgagee re- 
quired by the mortgage, or to perform any other covenant or obligation un- 
der the mortgage, and such failure continues for the period of grace, if any, 
set forth in the mortgage, the mortgage shall be considered in default, and 
the mortgagee, within a period of thirty (30) days after the occurrence of 
a default arising on account of such failure to make any such payment or 
within such period after the mortgagee shall have knowledge of the occur- 
rence of a default arising on account of such failure to perform any other 
covenant or obligation under the mortgage, shall give notice in writing to 
the Commissioner of such default. At any time within a period of ninety 
(90) days after the date of such notice or within such later time as may be 
agreed upon by the Commissioner in writing, the mortgagee, at its election, 
shall either— 

(1) with, and subject to, the consent of the Commissioner, acquire 
by means other than foreclosure of the mortgage, possession of, and 
title to, the mortgaged property ; or 

(2) institute proceedings for the foreclosure of the mortgage and 
obtain possession of the mortgaged property and the income therefrom 
through the voluntary surrender thereof by the mortgagor or institute, 
and prosecute with reasonable diligence, proceedings for the appointment 
of a receiver of the mortgaged property and the income therefrom or 
proceed to exercise such other rights and remedies as may be available 
to it for the protection and preservation of the mortgaged property and 
the income therefrom under the mortgage and the law of the par- 
ticular jurisdiction : Provided, That if the laws of the State in which the 
mortgaged property is situated do not permit the institution of such 
proceedings within such period of time, the mortgagee shall institute such 
proceedings within sixty (60) days after the expiration of the time 
during which the institution of such proceedings is prohibited by such 
laws. Nothing contained in this subsection shall be so construed as to 
require the mortgagee to take any action when the necessity therefor 
has been waived in writing by the Commissioner nor to prevent the 
mortgagee from taking action at a later date than herein specified pro- 
vided the Commissioner so agrees in writing. The mortgagee shall 
promptly give notice in writing to the Commissioner of the institution 
of foreclosure proceedings under this subsjection and shall exercise 
reasonable diligence in prosecuting such proceedings to completion. -If 
after default and prior to the completion of foreclosure proceedings the 
mortgagor shall pay to the mortgagee all payments in default and such 
expenses as the mortgagee shall have incurred in connection with the 
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foreclosure proceedings, notice thereof shall be given to the Commis- 
sioner by the mortgagee, and the insurance shall continue as if such de- 
fault had not occurred. 

2. If the mortgagee elects to proceed under, and does proceed under and in 
accordance with, the provisions of subsection (a) of Section 1 of this Article, 
and furnishes evidence satisfactory to the Commissioner that there are no past 
due and unpaid ground rents, general taxes, or special assessments, and furnishes 
the warranties described in said subsection, the Commissioner shall deliver to the 
mortgagee— 

(a) Debentures of the War Housing Insurance Fund as set forth in Section 
608 of the Act, issued as of the date the mortgage became in default, bearing 
interest from such date at the rate of two and one-half (24%4%) per centum 
per annum, payable semi-annually on the first day of January and the first 
day of July of each year and having a total face value equal to the value of 
the mortgage as defined in Section 608 (c) of the Act. Such value shall be 
determined by adding to the original principal of the mortgage which was 
unpaid on the date of default the amount the mortgagee may have paid for 
(A) taxes, special assessments, and water rates which are liens prior to the 
mortgage; (B) insurance on the property; and (C) reasonable expenses for 
the completion and preservation of the property and any mortgage insurance 
premiums paid after default; less the sum of (i) an amount equivalent to 
one per centum (1%) of the unpaid amount of such principal obligation on 
the date of default; (ii) any amount received on account of the mortgage 
after such date; and (iii) any net income received by the mortgagee from 
the property after such date. Such debentures shall be registered as to 
principal and interest and all or any such debentures may be redeemed at 
the option of the Commissioner with the approval of the Secretary of the 
Treasury at par and accrued interest on any interest payment day on three 
months’ notice of redemption given in such manner as the Commissioner shall 
prescribe. Such debentures shall be issued in multiples of $50 and any 
difference not in excess of $50 between the amount of debentures to which the 
mortgagee is otherwise entitled hereunder and the aggregate face value of 
the debentures issued shall be paid in cash by the Commissioner to the 
mortgagee. 

(b) A Certificate of Claim in accordance with Section 608 (d) of the Act 
which shall become payable, if at all, upon the sale and final liquidation of 
the interest of the Commissioner in such property. This Certificate shall 
be for an amount which the Commissioner shall determine to be sufficient 
to pay all amounts due under the mortgage and not covered by the amount 
of debentures. Each such Certificate of Claim shall provide that there shall 
accrue to the holder thereof with respect to the face amount of such Certifi- 
cate an increment at the rate of three per centum (8%) ner annum. 

8. If the mortgagee elects to proceed under, and does proceed under and in 
accordance with, the provisions of Section 1 (b) of this Article and at any time 
within thirty (30) days (or such further time as may be allowed by the Commis- 
sioner in writing) after acquiring title to and possession of the mortgaged prop- 
erty in accordance with such subsection, tenders to the Commissioner possession 
thereof and a Deed thereto containing a covenant which warrants against acts 
of the mortgagee and of all parties claiming by, through, or under the mortgagee, 
conveying title to such property satisfactory to the Commissioner, as provided 
in Section 4 of this Article, and assigns (without recourse or warranty) any and 
all claims which it has acquired in connection with the mortgage transaction and 
as a result of the foreclosure proceedings or other means by which it acquired 
such property, including but not limited to any claims on account of title insur- 
ance and fire or other hazard insurance, except such claims as may have been 
released with the prior approval of the Commissioner, the Commissioner shall 
promptly accept conveyance to such property and such assignments, notwith- 
standing that the buildings or improvements thereon shall be incomplete or may 
have been destroyed, damaged, or injured in whole or in part, and shall deliver 
to the mortgagee debentures and Certificate of Claim as provided in Section 2 of 
this Article, except that the one per centum (1%) deduction set out in (i) thereof 
with respect to the amount of debentures shall not apply. 

4. Title satisfactory to the Commissioner within the meaning of Section 3 of 
this Article will be such title as was vested in the mortgagor as of the date the 
mortgage was filed for record, but. must be free and clear of all mechanics’ and 
materialmen’s liens filed of record subsequent to the recording of such mortgage, 
regardless of whether such liens attached prior to such recording date, and free 
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ninis- 


+h de and clear of all liens and encumbrances which may have attached, or defects 


which may have arisen subsequent to the recording of such mortgage, except 
such liens or other matters as may be approved by the Commissioner. 

5. The mortgagee, at the time a deed is tendered in accordance with Section 3, 
of this Article, shall furnish to the Commissioner without expense to him satis- 
factory evidence of such title. Such title evidence shall be executed as of a date 
to include the recordation of the deed to the Commissioner and shall be in the 
form of an owner’s policy of title insurance, or a satisfactory abstract and 
attorney’s opinion covering the period subsequent to the recording of the mort- 
gage, or a satisfactory continuation of the title evidence accepted by the Commis- 
sioner at the time the mortgage was insured, depending upon the form of title 
evidence originally accepted by the Commissioner. 

6. The mortgaged premises shall at all times be insured against fire and other 
hazards as provided in the mortgage. The duty shall be upon the mortgagee to 
provide such coverage in the event the mortgagor fails to do so. If the mort- 
gagee fails to pay any premiums necessary to keep the mortgaged premises so 
insured, the contract of insurance may be terminated at the election of the 
Commissioner. If at the time claim is filed for debentures the property has been 
damaged by fire or other hazards and loss has been sustained by reason of 
failure to keep the property insured as provided in the mortgage, the amount 
of such loss may be deducted from the amount of the debentures, In the event 
a loss has occurred to the mortgaged property under any policy of fire or other 
hazard insurance and the amount of any funds received by the mortgagee in 
payment of such loss shall be sufficient to pay in full the entire mortgage in- 
debtedness, the mortgage shall, upon receipt of such funds by the mortgagee, be 
deemed paid and the contract of mortgage insurance made with the Commis- 
sioner shall thereupon terminate. If, however, any funds so received shall be 
insufficient to pay such mortgage indebtedness in full, the mortgagee shall not 
exercise its option under the mortgage to use the proceeds of such insurance 
for the repairing, replacing or rebuilding of such premises or to apply such pro- 
ceeds to the mortgage indebtedness without prior written approval of the Com- 
missioner. If the Commissioner shall fail to give his approval to the use or 
application of such funds for either of said purposes within thirty (30) days 
after written request by the mortgagee, the mortgagee may use or apply such 
funds for any of the purposes specified in the mortgage without the approval 
of the Commissioner. 

7. If after the mortgage becomes in default, as provided in Section 1 of this 
Article, the mortgagee does not make the assignment provided in Section 1 (a) 
of this Article, or does not foreclose or otherwise acquire the mortgaged prop- 
erty and make the conveyance provided in Section 3 of this Article, and written 
notice thereof is given to the Commissioner; or in the event that the mortgagor 
pays the obligation under the mortgage in full prior to the maturity thereof 
and the mortgagee pays the adjusted premium charge required under the 
provisions of Section 2 of Article III of these Regulations and written notice 
thereof is given to the Commissioner, the obligation to pay the annual premium 
charge shall cease, and all rights of the mortgagee and the mortgagor under 
Sections 2 and 3 of this Article shall terminate as of the date of such notice. 

8. In the event that the mortgagee fails to comply with the provisions of 
Section 1 (a) and 2, or 1 (b) and 3 of this Article, then the contract of insurance 
shall thereupon terminate. 
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ARTICLE VI. ASSIGNMENTS 
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8. The contract of insurance shall terminate with respect to mortgages de- 
scribed in section 2 of this Article upon the happening of either of the following 
events: 

(a) The acquisition of the insured mortgage by or the pledge thereof to 
any person, firm, or corporation, public or private, except as specifically 
provided in section 2. 

(b) The disposal by a mortgagee of any partial interest in the insured 
mortgage by means of a declaration of trust or by a participation or trust 
certificate or by any other device unless with the prior written approval 
of the Commissioner: Provided, That this subsection (b) shall not be 
applicable to any mortgage so long as it is held in common trust fund 
maintained by a bank or trust company (1) exclusively for the collective 
investment and reinvestment of moneys contributed thereto by the bank 
or trust company in its capacity as a trustee, executor, or administrator ; 
and (2) in conformity with the rules and regulations prevailing from time 
to time of the Board of Governors of the Federal Reserve System, pertain- 
ing to the collective investment of trust funds: Provided further, That this 
subsection (b) shall not be applicable to any mortgage so long as it is held 
in a common trust estate administered by a bank or trust company which 
is subject to the inspection and supervision of a governmental agency, 
exclusively for the benefit of other banking institutions which are subject 
to the inspection and supervision of a governmental agency, and which are 
authorized by law to acquire beneficial interests in such common trust 
estate, nor to any mortgage transferred to such a bank or trust company 
as trustee exclusively for the benefit of outstanding owners of undivided 
interests in the trust estate, under the terms of certificates issued and sold 
more than three years prior to said transfer, by a corporation which is sub- 
ject to the inspection and supervision of a Governmental Agency. 


ARTICLE VII. RIGHTS IN HOUSING FUND 


Neither the mortgagee nor the mortgagor shall have any vested or other right 
in the “War Housing Insurance Fund.” 


ARTICLE VIII. AMENDMENTS 


These Regulations may be amended by the Commissioner at any time and 
from time to time, in whole or in part, but such amendments shall not affect the 
contract of insurance on any mortgage already insured or any mortgage or 
prospective mortgage on which the Commissioner has made a commitment to 
insure. 


ARTICLE IX. EFFECTIVE DATE 


These Regulations shall be effective as to all mortgages with respect to which 
a commitment to insure under section 608 is issued on or after August 15, 1946. 
Issued at Washington, D. C., August 15, 1946. 
Raymonp M. Forey, 
Federal Housing Commissioner. 


(The following was ordered inserted in the record. See p. 1743.) 


AUTHORITY OF THE RENTAL HovusING DIVISION AND THE UNDERWRITING DIVISION 
TO GRANT INCREASES IN MORTGAGE AMOUNT UNDER 608 AND 207 


With respect to section 207 or section 608 insured mortgages— 

1. What were the procedures for increasing the insurable amount of a 
mortgage loan? 

2. What were the authorities for such increases, and what latitudes and limi- 
tations were involved? 

38. Who had the responsibility of determining the question of whether an 
increase was justified? 

4. Who had the final authority to approve or disapprove an increase? 

The foregoing questions will be discussed in the order above set out. 

It should be borne in mind that, while there were some basic differences in 
sections 207 and 608 (such as the amounts of sec. 207 mortgages being based on 
“estimated value” and of sec. 608 mortgages being based on estimates of “the 
necessary current costs,” neither being based on “actual cost’’), still substantially 


the same basic principles and procedures were followed in increases under both 
sections. 
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It should also be borne in mind that the Commissioner never had any con- 
tractual relations of any kind with the mortgagor other than the powers of con- 
trol vested in the holder of the preferred stock of the mortgagor corporation. 
His primary contractual relations were confined to the mortgagee. The mort- 
gagee, in turn, of course, had contractual relations with the mortgagor. 

1. The procedures followed in these cases were: 

If there were changes in plans, or if there were increases in costs of materials 
or construction, which, in the opinion of the mortgagor, would justify an increase 
in the mortgage amount, the mortgagor would present his application for 
increase to the mortgagee, with the reasons therefor. If the mortgagee ap- 
proved, the application, with the supporting facts, and with the recommendation 
of the mortgagee, would be forwarded to the local insuring office for review. The 
insuring office, after reviewing the material, would forward the same to the 
Assistant Commissioner, Rental Housing, Washington Headquarters, with its 
analysis and recommendations, for further review and approval or disapproval. 
By custom the Assistant Commissioner, Rental Housing, referred the request for 
increase to the Assistant Commissioner, Underwriting, for review of findings 
and recommendations of field office to determine whether the requested increase, 
or any part thereof, could be justified and recommended by the facts presented, 
and whether, after such increase, the mortgage amount would still be within the 
limitations fixed by the applicable section. The request was then forwarded to 
the Assistant Commissioner, Rental Housing, for final action in either approving 
or disapproving the increase. If the requested increase appeared from the 
Underwriting recommendation to be justified, either in whole or in part, the 
request was usually granted. The entire submission would then be referred to 
the legal staff for preparation of the increase letter, which was returned to the 
local insuring office for distribution. 

2. The basic authority for increasing the insurable amount of a mortgage loan 
was, in the first instance, the implied authority contained in the provisions of 
the National Housing Act, it being deemed necessary, of course, that the limi- 
tations of the act as to maximum amounts be observed at all times. In 1949, 
section 515 of the act was added, which specifically set forth the authority which 
had been deemed to be implied in the general provisions of the act prior to the 
date of this amendment. Section 515 contained the following language: 

“At any time prior to final endorsement for insurance, the Commissioner, in 
his discretion, may amend, extend, or increase the amount of any commitment, 
provided the mortgage, as finally endorsed for insurance is eligible for insurance 
under the provisions of this Act, and the rules and regulations thereunder, in 
effect at the time the original commitment to insure was issued.” 

The statutory authorizations were implemented in a way by General Order 
No. 4. in which (1) [III (A) 3] the Assistant Commissioner, Field Operations, 
was authorized to “approve a change in amount * * * of insurance contracts” ; 
(2) {III (B) 1] the Assistant Commissioner, Underwriting, was made “re- 
sponsible to the Commissioner for * * * construction cost determination”; (3) 
{IIL (C) 2] the Assistant Commissioner, Rental Housing, was authorized to 
“approve the increase in amount * * * of commitments for insurance”; (4) 
{[11I (D) 2] the Assistant Commissioner, Cooperative Housing, was authorized 
to “approve the increase in amount * * * of insurance contracts”; and (5) 
{III (G) 2] the Zone Commissioner (now regional director) was authorized to 
“approve a change in amount * * * of insurance contracts.” 

The basic policies governing increases, and the procedure to be followed in 
connection therewith, were further set out in section 608, Rental Housing Let- 
ters Nos. 103, 117, 168, and 192 (which were followed in sec. 207 cases also). 
Letter No. 103 (IV, 28 p. 20) sought to restrict any increase after initial endorse- 
ment to the Assistant Commissioner, Rental Housing. Later, under section 213, 
the Assistant Commissioner, Cooperative Housing, had this authority in sec- 
tion 213 cases, but supervision of this section was, after a time, transferred to 
the Rental Housing Division, which was, at that time, redesignated Multifamily 
Housing. 

Copy of General Order No. 4 and copies of the above numbered letters are 
attached hereto. 

The same latitude existed and the same limitations were applicable in cases 
of increase as would have been permissible or applicable under the same facts 
to the issuance of the original commitment. Im no case could the increased 
amount exceed the statutory limitations fixed in the applicable section of the 
act. 
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3. The Underwriting Division had the responsibility of determining and recom- 
mending whether or not the requested increase, or any part thereof, did not 
exceed the limitations fixed by the applicable section of the act. 

4. After review and recommendation the requested increase, or any part 
thereof, was either approved or disapproved by the Assistant Commissioner, 
Rental Housing, for all sections except 213, or by the Assistant Commissioner, 
Cooperative Housing, for section 213, until that office was discontinued and 
section 213 was placed under the supervision of the Assistant Commissioner, 
Rental Housing, who was, thereafter, designated as Assistant Commissioner, 
Multifamily Housing. 


GENERAL ORDER No, 4 


To the heads of all divisions and offices: 
Subject: Delegation of authority and assignment of duties 


SECTION I, CITATION OF AUTHORITY 


Section 1 of Title I of the National Housing Act provides in part as follows: 

“* * * In order to carry out the provisions of this title and titles II, III, VI, 
VII, VIII, and IX, the Commissioner may establish such agencies, accept and 
utlize such voluntary and uncompensated services, utilize such federal officers 
and employees, and, with the consent of the State, such State and local officers 
and employees, and appoint such other officers and employees as he may find 
necessary, and may prescribe their authorities, duties, responsibilities, and 
tenure and fix their compensation, without regard to the provisions of other 
laws applicable to the employment or compensation of officers or employees of 
the United States. The Commissioner may delegate any of the functions and 
powers conferred upon him under this title and titles II, III, VI, VII, VIII and 
IX to such officers, agents, and employees as he may designate or appoint * * *.” 

Section 3 of Reorganization Plan No. 3 of 1947, effective July 27, 1947, provides 
in part as follows: 

“Federal Housing Administration.—The Federal Housing Administration shall 
be headed by a Federal Housing Commissioner * * * There are transferred 
to said Commissioner the functions of the Federal Housing Administration.” 


SECTION II. DESIGNATION OF ACTING COMMISSIONER 


Pursuant to the authority cited in Section I above, I hereby designate the 
officials of the Federal Housing Administration named below in this section to 
act in my place and stead with the title of “Acting Commissioner” with all of 
the powers, duties and rights conferred upon me by the National Housing Act, 
as amended, Reorganization Plan No. 3 of 1947, by any other act of Congress 
or by any Executive Order, in the event of my absence, illness or inability to act, 
providing that no official named below shall have authority to act as “Acting 
Commissioner” unless all those whose names appear before his are absent from 
their official post or unable to act: 

Burton C. Brovarp, 
General Counsel. 
HucH ASKEw, 
Assistant Commissioner, Field Operations. 
Curt C. Mack, 
Assistant Commissioner, Underwriting. 
CiLype L. POWELL, 
Assistant Commissioner, Rental Housing. 
WaArp Cox, 
Assistant Commissioner, Cooperative Housing. 
ARTHUR J. FRENTz, 
Assistant Commissioner, Title I. 
Epwarp C. McINTOsH, 
Assistant to the Commissioner. 


SECTION III. SPECIFIC DELEGATIONS TO NAMED POSITIONS 


Pursuant to the authority cited in Section I above, the following asignment of 
duties and delegations of functions and powers are hereby made: 

(A) To the position of Assistant Commissioner, Field Operations, and (except 
with respect to the authority contained in subdivisions 9 and 10 hereunder) under 
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his general supervision to the position of Deputy Assistant Commissioner, Field 
Operations : 

1. To approve or cancel the approval of financial institutions as approved 
mortgagees, insured institutions, or approved lenders. 

2. To issue commitments for insurance and to execute insurance contracts pur- 
suant to such commitments. 

8. To approve a change in amount, a change of the term, or any other modifica- 
tion of commitments for insurance or of insurance contracts. 

4. To consent to the release of mortgagors. 

5. To consent to the release of portions of the mortgaged property from the 
lien of the mortgage. 

6. To approve the insurance of mortgages taken as security in connection with 
the sale of all properties conveyed to the Federal Housing Commissioner, includ- 
ing the authority to determine the value of such properties and facts relating to 
the eligibility of such mortgages for insurance. 

7. To execute Certificates of Claim and requisitions to the Treasury Department 
for the issuance of debentures. 

8. To execute assignments, releases or satisfactions of mortgages taken by the 
Commissioner as security in connection with the sale of acquired properties. 

9. In connection with the sale of properties conveyed to the Commissioner to 
execute in my official name, as my agent, all deeds or other documents or instru- 
ments in connection with the conveyance of title thereto and deeds of release, 
assignments, or satisfactions of mortgages, deeds of trust, or other liens taken as 
security in connection therewith. 

10. To execute the power and authority vested in the Commissioner under Sec- 
tion IV of the Regulations governing property and obligations held by the Federal 
Housing Commissioner and approved by the Secretary of the Treasury. 

11. To direct the administration of Field Offices and to initiate and recommend 
to the Commissioner policies and procedures with respect thereto. 

12. To issue Property Eligibility Statements or Commitments or any similar 
forms which may be provided in connection with new home loans under Regula- 
tions issued pursuant to Title I of the National Housing Act. 

13. To reject or accept for isurance loans or advances of credit made under the 
provisions of Section 2 of Title I that require prior approval of the Federal 
Housing Commissioner. 

14. To execute applications or other documents in connection with any fune- 
tions which the Federal Housing Administration may perform for any other 
agency or agencies of the United States. 

15. With respect to Section 609, to issue commitments for insurance and to 
execute insurance contracts pursuant to such commitments; to approve changes 
in amount, changes in term, or any other modifications of commitments for 
insurance or of insurance contracts; to consent to the release of part or parts 
of property delivered as security for insured loans; to exercise the authority of 
the Commissioner under the Administrative Rules and Regulations under Sec- 
tion 609 in any instance requiring the approval of the Commissioner; to execute 
in my name proofs of claim against bankrupt, insolvent or decedent estates; and 
to exercise the power and authority vested in the Commissioner under Section 
609 (z) of Title VI of the Act. 

16. To approve the sale and terms of sale of mortgages taken as security in 
connection with the sale of property conveyed to the Federal Housing Com- 
missioner in connection with the insurance of mortgages under all sections of 
the Act covering one-to-four family dwellings and the insurance of mortgages 
under Section 608 pursuant to Section 610. 

17. To certify that official long-distance telephone calls made were necessary 
in the interest of the Government, pursuant to Section 4 of the Act approved May 
20, 1939 (53 Stat. 738). 

(B) To the position of Assistant Commissioner, Underwriting, and (except 
with respect to the authority contained in subdivisions 3 and 4 hereunder) 
under his general supervision to the position of Deputy Assistant Commissioner, 
Underwriting : 

1. To be responsible to the Commissioner for the underwriting aspects of all 
mortgage insurance programs, including valuation of realty, land planning, archi- 
tecture and credit analyses, analyses of locations, subdivisions and areas and 
construction cost determination. 

2. To plan, supervise, instruct in and review the work of the technical pro- 
grams and procedures, including: the establishment of eligibility requirements 
as to property standards, minimum construction requirements and new methods 
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of dwelling construction for projects insured by the Federal Housing Admin- 
istration ; cooperation with industry and governmental agencies in the develop- 
ment of engineering methods, materials, mechanical equipment and architectural 
planning and design. Dissemination to the field offices and to the public of tech- 
nical material on planning and construction ; preparation of estimates and other 
studies on the use of materials. 

3. To execute the power and authority vested in the Commissioner under 
Section IV of the Regulations governing property and obligations held by the 
Federal Housing Commissioner and approved by the Secretary of the Treasury. 

4. In connection with the sale of properties conveyed to the Commissioner 
to execute in my official name, as my agent, all deeds or other documents or 
instruments in connection with the conveyance of title thereto and deeds of 
release, assignments, or satisfactions of mortgages, deeds of trust, or other liens 
taken as security in mention therewith. 

5. To certify that official long-distance telephone calls made were necessary 
in the interest of the Government, pursuant to Section 4 of the Act approved 
May 10, 1939 (53 Stat. 738). 

(C) To the position of Assistant Commissioner, Rental Housing, and (except 
with respect to the authority contained in subdivisions 7 and 8 hereunder) 
under his general supervision to the position of Deputy Assistant Commissioner, 
Rental Housing: 

1, To issue commitments for insurance and to execute insurance contracts 
under Sections 207, 608, Title VII, Title VIII, and Section 908, and any agree- 
ments or instruments required in connection therewith. 

2. To approve the increase in amount, the extension of term, or any other 
modification of commitments for insurance or of insurance contracts under Sec- 
tions 207, 210, GO8, Title VII, Title VIII, and Section 908. 

3. To approve or disapprove “change orders” during construction under Sec- 
tions 207, 608, Title VII, Title VIII, and Section 908. 

4. To approve or cancel the approval of financial institutions as approved 
mortgagees, insured institutions or approved lenders. 

5. To consent to the release of mortgagors and to the release of portions of the 
mortgaged property from the lien of the mortgage, with respect to mortgages 
insured under Sections 207, 210, 608, Title VII, Title VIII, and Section 908. 

6. To approve or disapprove for insurance advances of mortgage money during 
construction under Sections 207, 608, Title VII, Title VIII, and Section 908, and 
to execute such instruments as may be necessary in connection therewith. 

7. In connection with the sale of properties conveyed to the Commissioner, to 
execute in my official name, as my agent, all deeds or other documents or instru- 
ments in connection with the conveyance of title thereto, and deeds of release, 
assignments or satisfactions of mortgages, deeds of trust or other liens taken 
as security in connection therewith. 

&. To execute the power and authority vested in the Commissioner under Sec- 
tion IV of the Regulations governing property and obligations held by the 
Federal Housing Commissioner and approved by the Secretary of the Treasury. 

9. To execute Certificates of Claim and requisitions to the Treasury Depart- 
ment for the issuance of debentures. 

10. To approve the insurance of mortgages taken as security in connection 
with the sale of properties conveyed to the Federal Housing Commissioner in 
connection with the insurance of mortgages under Sections 207 and 608, Titles VII 
and VIII, and Section 908, including the authority to determine the value of such 
properties and facts relating to the eligibility of such mortgages for insurance. 

11. To approve the modification in the terms of, and authorize the foreclosure 
of, mortgages assigned to the Federal Housing Commissioner in exchange for 
debentures under Sections 207 and 608, Titles VII and VIII, and Section 90s. 

12. To certify that official long-distance telephone calls made were necessary in 
the interest of the Government, pursuant to Section 4 of the Act approved May 10, 
1939 (53 Stat. 738). 

(D) To the position of Assistant Commissioner, Cooperative Housing and 
(except as to the authority contained in paragraphs 7 and 8 hereunder) under 
his general supervision to the position of Deputy Assistant Commissioner, Coop- 
erative Housing, with respect to the insurance of mortgages under Section 215 
of the National Housing Act: 

1. To issue commitments for insurance and to execute insurance contracts 
and any agreements or instruments required in connection therewith. 

2. To approve the increase in amount, the extension of term, or any other 
modification of commitments for insurance or of insurance contracts. 

8. To approve or disapprove “change orders” during construction. 
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nin 4. To approve or cancel the approval of financial institutions as approved 

lop- mortgagees, insured institutions or approved lenders. 

ural 5. To consent to the release of mortgagors and to the release of portions of the 

ech mortgaged property from the lien of the mortgage. 

ther 6. To approve or disapprove for insurance advances of mortgage money during 
construction, and to execute such instruments as may be necessary in connection 

der therewith. 

the 7. In connection with the sale of properties conveyed to the Commissioner, to 

iry. execute in my official name, as my agent, all deeds or other documents or instru- 

ner ments in connection with the conveyance of title thereto, and deeds or release, 

or assignments or satisfactions of mortgages, deeds of trust or other liens taken as 

of security in connection therewith. 

ens 8. To execute the power and authority vested in the Commissioner under Sec- 
tion IV of the Regulations governing property and obligations held by the Federal 

Ary Housing Commissioner and approved by the Secretary of the Treasury. 

ved 9. To execute Certificates of Claim and requisitions to the Treasury Depart- 
ment for the issuance of debentures. 

ept 10. To certify that official long-distance telephone calls made were necessary 

=r ) in the interest of the Government, pursuant to Section 4 of the Act approved 

er, May 10, 1989 (53 Stat. 738). 

11. To apprdye the insurance of mortgages taken as security in connection with 
cts the sale of all*properties conveyed to the Federal Housing Commissioner with 
ee- respect to the insurance of mortgages covering project mortgages insured under 

Section 213, including the authority to determine the value of such properties and 
er the facts relating to the eligibility of such mortgages for insurance. 
eC 12. To approve the modification in the terms of, and authorize the foreclosure 


of, mortgages assigned to the Federal Housing Commissioner in exchange for 
eC debentures. 
(EB) To the position of Assistant Commissioner, Title I, and (except as speci- 


ed fied in subdivisions 4 and 5 hereunder) under his general supervision to the 
Deputy Assistant Commissioner, Title I, with respect to the insurance of loans 
he or advances of credit made under Section 2 of Title I of the National Housing 
es Act: 
1, To approve or cancel the approval of financial institutions as approved 
ng mortgages, insured institutions or approved lenders. 
nd 2. To issue and cancel Contracts of Insurance under Title I and to transfer 


such contracts and the rights and benefits accruing thereunder between lending 
to institutions. 
u 8. To exercise the authority of the Commissioner under the Regulations govern- 


e, ing Title I loans in any instance which is subject to the approval of the 
n Commissioner. 

4. To execute the power and authority vested in the Commissioner under 
c the Regulations governing property and obligations held by the Federal Housing 
le Commissioner and approved by the Secretary of the Treasury, except that the 
y authority to execute the power and authority under Section IV of such Regula- 
t- tions may be exercised only by the Assistant Commissioner, Title I. 


5. In connection with the sale of properties conveyed to the Commissioner, to 
n execute in my official name, as my agent, all deeds or other documents or instru- 


n ments in connection with the conveyance of title thereto and deeds of release, 
I assignments or satisfactions of mortgages, deeds of trust. or other liens taken 
h as security in connection therewith. The authority in this subdivision may be 
exercised only by the Assistant Commissioner, Title I. 
e 6. To reject or accept for insurance loans or advances of credit made under 
r the provisions of Title I, that require the prior approval of the Federal Housing 
.. Commissioner. To execute in my name such documents as are necessary to trans- 
n fer title in and to any debt, contract, claim, property or security. To execute 
, in my name proofs of claim against bankrupt, insolvent or decedent estates and 
to execute releases of obligations to the Federal Housing Administration, in- 
1 cluding but not limited to notes, judgments, and other evidences of indebtedness, 


r and to release liens of any kind held as security for such obligations, in those 
cases where the obligor has paid the full amount due thereon to the Federal 
3 Housing Administration. 
7. To certify that official long-distance telephone calls made were necessary 
; in the interest of the Government, pursuant to Section 4 of the Act approved 
May 10, 1939 (53 Stat. 738). 
(F) To the position of General Counsel and under his general supervision, 
to the Associate General Counsel : 
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1. On behalf of the Commissioner to receive and accept service of all sum- 
mons, subpoenas, and other court process directed to the Commissioner. 

2. To sign, acknowledge and verify on behalf of and in the name of the 
Federal Housing Commissioner, all declarations, bills, pleas, answers, and all 
other pleadings in any court proceedings which are brought in the name of or 
against the Federal Housing Commisioner, or in which he is named as a party. 

3. To advise and consult with the Commissioner and with heads of the 
several divisions concerning the legal aspects of the policies of the Federal 
Housing Administration. 

4. To interpret the provisions of the National Housing Aet and of the Rules 
and Regulations promulgated thereunder; revise the Rules and Regulations. 

5. To collaborate with the General Counsel of the Housing and Home Finance 
Agency in connection with legislation before Congress pertaining to the Federal 
Housing Administration program, recommending changes by way of amend- 
ments, 

6. To administer all matters pertaining to the preparation of legal forms 
necessary to the work of the Administration; the submission of cases to the 
Attorney General for legal action; investigation of fraud; or violations of the 
National Housing Act; and the determination of acceptability of title. 

7. To certify that official long-distance telephone calls made were necessary 
in the interest of the Government pursuant to Section 4 of the Act approved 
May 10, 1939 (53 Stat. 738). 

(G) To the position of Regional Director and to each of them, and under their 
Supervision to their respective Assistant Regional] Directors, Field Office Direc- 
tors, Field Office Assistant Directors, and Field Office Executive Assistants: 

1. To issue commitments for insurance and to execute insurance contracts pur- 
Suant to such commitments. 

2. To approve a change in amount, a change of the term, or any other modifi- 
eation of commitments for insurance or of insurance contracts. 

3. To consent to the release of mortgagors. 

4. To consent to the release of portions of the mortgaged property from the 
lien of the mortgage. 

5. To approve or disapprove for insurance advances of mortgage money during 
construction, and to execute such instruments as may be necessary in connection 
therewith. 

6. To approve or disapprove “change orders” during construction. 

7. To issue Property Eligibility Statements or Commitments or any similar 
forms which may be provided in connection with new home loans under Regula- 
tions issued pursuant to Title I of the National Housing Act. 

8. In connection with new home loans under the Regulations issued pursuant to 
Section 2 of Titled of the National Housing Act, to approve the sale by insured 
institutions of acquired property where the insured institution exercises its op- 
tion to sell the property in the open market in lieu of a conveyance to the Com- 
missioner. 

9. To reject or accept for insurance loans or advances of credit made under the 
provisions of Title I that may require the prior approval of the Federal Housing 
Commissioner. 

10. To approve the insurance of mortgages taken as security in connection 
with the sale of all properties conveyed to the Federal Housing Commissioner, 
including the authority to determine the value of such properties and facts 
relating to the eligibility of such mortgages for insurance. 

11. To execute applications or other documents in connection with any func- 
tions which the Federal Housing Administration may perform for any other 
agency or agencies of the United States. 

12. To certify that official long-distance telephone calls made were necessary in 
the interest of the Government, pursuant to Section 4 of the Act approved May 
10, 1939 (53 Stat. 738). 

13. In connection with the sale of Commissioner-owned property, to consent to 
the assignment of the interest of the contract purchaser under a contract for 
deed and to the substitution of mortgagors under a mortgage held by the Com- 
missioner. 

14. To execute contracts for the sale of any properties conveyed to the Federal 
Housing Commissioner, except properties acquired under Sections 207, 213, 608, 
Title VII, Title VIII, and Section 908, or sales of five or more properties as a 
group. 

15. To execute any regulatory agreements required by the Administrative 
Rules under Sections 207, 213, 608, Title VII, Title VIII, and agreements with 
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respect to certification of costs required by the Administrative Rules under 
Section 908. 

16. To execute contracts for supplies and services in accordance with the 
provisions of the Field Operating Manual or as approved by the Director, Prop- 
erty Management, either specifically or as a part of an acquired property manage- 
ment program. 

(H) To the position of Comptroller and under his general supervision to the 
position of Deputy Comptroller : 

1. To requisition the advance of funds. 

2. To approve all expenditures and receipt vouchers necessary to carry out 
the provisions of the National Housing Act. 

3. To endorse checks for deposit or collection. 

4. To certify financial statements. 

5. To certify the findings of the Compliance Committee in regard to the waiver 
of the Regulations under the provisions of Section 2 (c) of the National Housing 
Act, as amended. 

6. To certify as to delegations of authority by the Commissioner and as to the 
truth or accuracy of copies of original papers or documents in the possession of 
the Administration. 

7. To devise accounting procedures and to administer the fiscal policies of the 
Administration. 

8. To execute vouchers or applications and receipt for any payments received 
representing refunds of taxes or other payments made by the Commissioner in 
connection with property acquired under the provisions of the National Hous- 
ing Act. 

9. To certify that official long-distance telephone calls made were necessary 
in the interest of the Government, pursuant to Section 4 of the Act approved May 
10, 1939 (538 Stat. 738). 

16. To designate certifying officers and to revoke such designations, to execute 
and submit to the Treasury Department necessary statements and schedules with 
respect thereto, pursuant to Public Law 389, approved December 29, 1941, and 
the standards and procedures of the Secretary of the Treasury thereunder. 

11. To execute Certificates of Claim and requisitions to the Treasury Depart- 
ment for the issuance of debentures. 

(I) To the position of Director of Research and Statistics, and under his 
general supervision to the position of Deputy Director of Research and Statistics : 

1. To advise the Commissioner on the economic aspects of mortgage insurance 
activities. Plan and administer the activities of the Research and Statistics 
Division. Consult with the representatives of other divisions and other agencies 
on problems of housing and economic research. 

2. To initiate, and to undertake on request of other officers, actuarial studies 
regarding insurance operations under the Act, including, in collaboration with 
the Comptroller, studies of the distribution of expenses and income; and to 
prepare studies of the adequacy of premiums and reserves and such other 
matters as are required by the Commissioner for the formulation of sound 
actuarial policy. 

3. To certify that official long-distance telephone calls made were necessary 
in the interest of the Government, pursuant to Section 4 of the Act approved 
May 10, 1939 (53 Stat. 738). 

(J) To the position of Director of Personnel, and under his general super- 
vision to the position of Deputy Director of Personnel : 

1. To be responsible for the development, establishment, and operation of a 
personnel program. 

2. To make appointments and to remove or separate personnel; to fix the 
administrative workweek ; to approve overtime work and to prescribe rules and 
regulations regarding overtime. 

3. To act as the representative of the Federal Housing Administration on 
the Federal Council of Personnel Administration, with the Civil Service Com- 
mission, and all Government agencies and other organizations with respect to 
personnel matters. 

4. To certify that official long-distance telephone calls made were necessary 
in the interest of the Government, pursuant te Section 4 of the Act approved 
May 10, 1939 (53 Stat. 738): 

(K) To the position of Director of the Budget Division, and under his general 
supervision to the position of Deputy Director of the Budget Division : 

1. To be responsible to the Commissioner for all budget activities and to act 
as the Commissioner’s representative in all budget matters in meetings held by 
the Bureau of the Budget or other agencies. 
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2. To be responsible for the development and execution of the budget pro- 
gram, including the preparation of budget estimates and justification therefor : 
the preparation of requests for apportionment of funds and justification there- 
for; and the allotment of funds within the limits of appropriation acts, appor- 
tionments and other limitations. 

3. To certify that official long-distance telephone calls made were necessary 
in the interest of the Government, pursuant to Section 4 of the Act approved 
May 10, 1939 (53 Stat. 738). 

(L) To the position of Director, Administrative Services, and under his gen- 
eral supervision to the position of Deputy Director, Administrative Services : 

1. To approve telephone contracts. 

2. To execute leases of property for Federal Housing Administration use. 

3. To issue orders for travel in accordance with the Standardized Government 
Travel Regulations, as amended, and applicable law, including authorization 
for travel by extra fare train and plane, and for travel incident to permanent 
change of station, to approve travel performed and expense incurred on account 
of an emergency or without prior authority in accordance with the Standardized 
yovernment Travel Regulations, as amended, and to approve and authorize the 
transportation of household goods and personal effects at Government expense 
in accordance with applicable Executive Orders and amendments thereto, and 
provisions of law. 

4. To issue purchase orders, including printing and binding requisitions to 
the Government Printing Office. 

5. To ineur obligations and authorize expenditures for services and for the 
purchase of equipment, materials, and supplies other than in connection with 
acquired properties. 

6. To approve all agreements involving reimbursements, including agreements 
with others for the performance of any function by or on behalf of the Federal 
Housing Administration, after first obtaining the recommendation of any division 
affected. 

7. To issue orders for publications of notices and advertisements in news- 
papers, magazines, and periodicals. (See Sec. 3828, Rev. Stat.) 

8. To execute contracts for services and for the purchase of equipment, ma- 
terials, and supplies, including contracts for materials, equipment, supplies, and 
services, for the maintenance and operation of acquired properties. 

9. To certify that official long-distance telephone calls made were necessary in 
the interest of the Government, pursuant to Section 4 of the Act approved May 
10, 1939 (53 Stat. 738). 

10. To be responsible for the arrangement, format and general presentation 
of all forms and publications of the Administration. 

11. To be responsible for the operation and maintenance of the duplicating 
service of the Administration, including the maintenance of the duplicating and 
binding service, mechanical addressing and mailing service and photographic 
laboratory. 

12. To be responsible for the maintenance of a perpetual inventory of forms, 
costs records, and stockroom for materials necessary and incidental to the above 
responsibilities. 

13. To be responsible for the radio spot announcement program and other 
radio material and to coordinate and supervise the FHA Home Show and exhibit 
program. 

14. To perform the necessary functions and responsibilities in connection with 
the disposal of property of the Administration (other than property acquired 
under insurance contracts) as provided in applicable statutes and Regulations is- 
sued pursuant thereto. 

15. To make final determinations of responsibility, including the fixing of or 
relief from personal liability, for any disposition of lost, stolen, damaged or de- 
stroyed property, except that if the original cost of any such property exceeded 
$100, the recommendations and findings of a committee or board established by 
the Commissioner shall be obtained. 

(M) To the position of Auditor and under his general supervision, to the posi- 
tion of Deputy Auditor : 

1. To be responsible for a continuing audit of the fiscal accounts of the Ad- 
ministration, including the fiscal accounts of the Field Offices, and the accounts 
of approved Mortgagees not under governmental supervision to determine com- 
pliance with the supervision requirements of the Administrative Rules. 

2. To conduct audits of rental housing corporations and Title VII investors, 
on-site examination of fiscal records and accounts of such corporations and in- 
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vestors, on-site audits of the accounts and records of rental brokers and on-site 
examinations of such accounts and records to effect compliance with the fiscal 
and administrative requirements of the Administration. 

3. To certify that official long-distance telephone calls made were necessary in 
the interest of the Government, pursuant to Section 4 of the Act approved May 10, 
1989 (53 Stat. 738). 

(N) To the position of Director, Property Management, and under his general 
supervision to the position of Deputy Director, Property Management: 

1. To operate and manage all properties conveyed to the Federal Housing 
Commissioner in accordance with General policies promulgated by the Property 
Sales Committee and approved by the Commissioner, including authority with 
respect to such property to— 

(a) approve all offers to rent or purchase, except that offers to nurchase 
properties acquired under Sections 207, 213 (Project Mortgages), 608, Title 
VII, Title VIII, and Section 908, or offers to purchase a group of five or more 
properties acquired under other sections of the Act, shall be subject to the 
approval of the Commissioner and shall be accompanied by the recommenda- 
tions of the Property Sales Committee ; 

(b) make repairs, alterations, and improvements ; 

(c) execute such contracts, leases, assignments, and instruments as may 
be necessary in the rental or sale of such properties other than deeds or other 
documents in connection with the conveyance of title, deeds of release, 
assignments or satisfactions of mortgages, deeds of trust or other liens taken 
as security in connection therewith ; 

(d) authorize expenditures. 

2. To handle and dispose of claims of the mortgagee against the mortgagor or 
others, arising out of mortgage transactions and assigned to the Commissioner 
in connection with the insurance of mortgages covering one- to four-family 
dwellings, and the insurance of mortgages under Section 603 pursuant to Section 
610. 

8. To certify that official long-distance telephone calls made were necessary 
in the interest of the Government, pursuant to Section 4 of the Act approved 


May 10, 1989 (58 Stat. 738). 
SECTION IV. DELEGATIONS TO COMMITTEES 


Pursuant to the authority cited in Section I above, the following assignments of 
duties and delegations of functions and powers are hereby made: 

(A) To a Committee to be known as the “Executive Board,” consisting of the 
Commissioner as Chairman ; the Deputy Commissioner as Vice Chairman ; Assist- 
ant to the Commissioner; the Assistant Commissioner, Field Operations; the 
Assistant Commissioner, Rental Housing; the Assistant Commissioner, Under- 
writing; the Assistant Commissioner, Title I; the Assistant Commissioner, 
Cooperative Housing; the Director, Administrative Services; the General Coun- 
sel; the Comptroller; the Director of the Budget Division; the Director of 
Personnel; the Director of Research and Statistics; the Director, Property 
Management ; the Auditor ; the Administrative Officer (Minority Group Housing) ; 
and the Regional Directors : 

1. To consider and discuss matters of general policy and to advise the Com- 
missioner with respect to matters affecting the activities of the various divisions 
of the Administration. 

The Executive Board or any part thereof shall meet upon call by the Chairman 
or Vice Chairman, who will designate and excuse from attendance any member 
having no direct interest in the matters to be discussed at the meeting. 

In the absence of the Chairman, the Vice Chairman shall preside and in the 
absence of any member designated by the Chairman or Vice Chairman as being 
interested in the matters to be discussed, the principal assistant of such absent 
member shall attend the meeting and serve in the place of such member. 

(B) Toa Committee to be known as the “Property Sales Committee,” consisting 
of the Assistant Commissioner, Rental Housing, Chairman; Assistant Commis- 
sioner, Field Operations; Assistant Commissioner, Underwriting; Assistant 
Commissioner, Cooperative Housing; the Director, Property Management; the 
General Counsel; and the Regional Director having jurisdiction: 

1. To consider and recommend to the Commissioner the approval or disapproval 
of any offer to purchase a property or mortgage acquired by the Commissioner 
under the provisions of Sections 207, 213 (Project Mortgages) and 608, Titles VII 
and VIII, and Section 908, and the sale and terms of sale of mortgages taken 
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as security in connection with the sale of properties acquired under any such 
sections and titles, and any offer to purchase a group of five or more properties 
acquired by the Commissioner in connection with any other section of the Act; 
and to recommend to the Commissioner general policies to govern the sales and 
rentals of properties acquired by the Commissioner, and the sale and terms of 
sale of mortgages taken as security in connection with the sale of properties 
acquired by the Commissioner in connection with the insurance of mortgages 
covering one- to four-family dwellings and the insurance of mortgages under 
Section 603 pursuant to Section 610, and the handling and disposition of claims 
assigned to the Commissioner with respect thereto. A quorum shall consist of 
four members, one of which shall be the Legal Division representative. In the 
absence of any member, an alternate shall not be designated to attend except 
upon request of the Chairman. 

(C) To a Committee to be known as the “Property Management Expenditures 
Committee,’ consisting of the following: the Director, Property Management, 
Chairman ; the Assistant Commissioner, Rental Housing ; Assistant Commissioner, 
Field Operations ; Assistant Commissioner, Cooperative Housing; General Coun- 
sel; the Director, Administrative Services; Comptroller; and the Regional 
Director having jurisdiction: 

1. To consider and determine whether or not an expenditure is “necessary 
to carry out the provisions” of Titles I, Il, VI, VII, VIII, and IX as such term 
is used in Section 1 of the National Housing Act, whenever such a determination 
is, in the opinion of the General Counsel, necessary to support the legal authority 
of the Commissioner to make such expenditure. A quorum shall consist of five 
members, one of which shall be the Legal Division representative. Minutes of 
each meeting which include a determination by the Committee shall be forwarded 
to the Commissioner prior to action being concluded in connection with such 
determination. In the absence of any member, the principal assistant of such 
absent member shall attend meetings and serve in place of such member. In the 
absence of the Chairman, the members of the Committee shall choose a temporary 
Chairman. 

(D) To a Committee to be known as the “Compliance Committee,” consisting 
of the Assistant Commissioner, Title I; the General Counsel or his designee; 
the Director, Administrative Services ; the Assistant Commissioner, Field Opera- 
tions ; and the Comptroller; any three of which shall constitute a quorum: 

1. To waive compliance with regulations heretofore or hereafter prescribed 
with respect to the interest and maturity of, and the terms, conditions, and 
restrictions under which loans, advances of credit, and purchases may be insured 
under Section 2 and Section 6 of Title I, if in the judgment of the Committee 
the enforcement of such regulations would impose an injustice upon an insured 
institution which has substantially complied with such regulations in good faith 
and refunded or credited any excess charge made, and if such waiver does not 
involve an increase of the obligation of the Commissioner beyond the obligation 
which would have been involved if the regulations had been fully complied with. 
In the absence of any member, the principal assistant of such absent member 
shall attend meetings and serve in place of such member. 

(E) To a Committee to be known as the “Finance Committee,” consisting of 
the Deputy Commissioner, Chairman ; General Counsel; Assistant Commissioner, 
Field Operations; Assistant Commissioner, Underwriting; Assistant Commis- 
sioner, Rental Housing; Assistant Commissioner, Cooperative Housing; Assistant 
Commissioner, Title I; Auditor; Actuary; Comptroller; and the Director of 
Research and Statistics: 

1. To study all Federal Housing Administration fiscal matters and prepare 
recommendations to the Commissioner. Reports of these studies which include 
recommendations to the Commissioner on fiscal matters shall be prepared and 
signed by the Chairman of the Committee. Meetings shall be held upon call of 
the Chairman. In the absence of any member of the Committee, an alternate 
shall not be designated to attend except upon request of the Chairman. 

(F) To a Committee to be known as the “Actuarial Advisory Committee,” 
consisting of the Actuary, Chairman; Comptroller: and the Director of Research 
and Statistics : 

1. To prepare recommendations to the Commissioner with respect to actuarial 
policy and to initiate basic actuarial studies on the operations of the various 
insurance funds. Reports on these studies which include recommendations to 
the Commissioner on actuarial policy shall be approved and signed by the ap- 
pointed members of the Committee. Meetings shall be held upon call by the 
Chairman, but not less often than bimonthly. In the absence of any member 
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of the Committee, an alternate designated by the member shall attend and partici- 
pate in the work of the Committee. 

(G) To a Committee to be known as the “Personnel Ceiling Committee,” con- 
sisting of the Director of Personnel, Chairman; the Director of the Budget Divi- 
sion ; and the Assistant to the Commissioner : 

1. To establish a personnel ceiling for each division in the Administration, 
and to review such ceilings each quarter immediately after receiving the agency 
personnel ceilings established by the Bureau of the Budget. In the absence of 
any member of the Committee, an alternate designated by the member shall 
attend and participate in the work of the Committee. 

(H) To a Committee to be known as the Survey Committee, consisting of 
the Director, Budget Division, or his designee, Chairman; the Comptroller, or 
his designee ; and the Auditor or his designee: 

1. To review the findings of the Director of Administrative Services as to the 
disposal of property of the Administration in any instance where under applicable 
statutes and regulations issued pursuant thereto the approval of a reviewing 
authority is required. 

2. To review the circumstances regarding lost, damaged, stolen and destroyed 
property where the original cost of any specific item of such property exceeded 
$100 and to advise the Director of Administrative Services as to the recom- 
mended disposal of such property and to recommend the fixing of or relief from 
personal liability based upon its findings in each case. 

(1) To a Committee to be known as the Field Operations Committee, con- 
sisting of the Assistant Commissioner, Field Operations, Chairman; the Deputy 
Assistant Commissioner; and the Regional Directors; for the purpose of sup- 
plementing the overall supervisory responsibilities of the Assistant Commissioner, 
Field Operations, and the direct supervisory responsibilities of the respective 
Regional Directors: 

1. To consider and discuss all matters concerning the operations of Field 
Offices in the interest of maintaining a consistent and uniform application of 
Administrative procedures and instructions throughout all Field Offices; and 
to conduct a continuing study of procedures and instructions governing the 
operations of Field Offices for the purpose of recommending revisions and amend- 
ments in such existing procedures and instructions as well as the formulation of 
additional instructions and procedures with respect to new programs. 

2. In the absence of any member, the principal assistant of such absent mem- 
ber shall attend meetings and serve in the place of such member. In the absence 
of the Chairman, the Deputy Assistant Commissioner, Field Operations, shall 
serve as Chairman. 

Issued at Washington, D. C., this 29th day of January 1953. 

WALTER L. GREENE, Commissioner. 





FEDERAL HovusiIné ADMINISTRATION, 
Washington, D. C., June 20, 1946. 
To: Directors of all field offices 
Subject: section 608. Administrative procedure 

Revised copies of the Rules and Regulations for Section 608, effective May 22, 
1946, will be forwarded to you under separate cover, as soon as available from 
Government Printing Office. A supply of the revised forms hereinafter men- 
tioned will also be forwarded. 

Below is set forth administrative procedure for Section 608 through final 
endorsement of the credit instrument, and disposition of the docket. These 
instructions pertaining to Section 608 processing cancel and supersede paragraphs 
800 to 849, inclusive, of the Field Operating Manual. 

This procedure has been indexed to provide for ready reference (see p. 51) 
and has been arranged in accordance with the chronology of operations, begin- 
ning with the application, continuing through commitment, construction, com- 
pletion, final endorsement of the credit instrument, and disposition of dockets 
and fiscal instructions. It should be noted that a distinction has been made 
between cases in which mortgage proceeds will be advanced and insured during 
the course of construction (under “Commitment for Insurance,” Form 2432—W) 
and those in which total mortgage proceeds will be advanced and insured only 
upon completion of construction (under “Commitment to Insure Upon Comple- 
tion,’ Form 2453-W). The Director, therefore, may locate necessary instruc- 
tions according to the nature and status of the case. (Note: Closing Attorneys 
should note that while the procedure herein mentions their duties often, this 
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procedure is not intended to represent complete instructions for them. Addi- 
tional instructions for Closing Attorneys will be forwarded by the Legal 
Division. ) 


I. “Application for Mortgage Insurance,” Form 2013-W 


This form, self-expianatory, shall be completed and executed by the sponsor 
and proposed mortgagee and shall be submitted by the mortgagee to the FHA 
Insuring Office in duplicate. The application must be accompanied by all ex- 
hibits required by Section III, Paragraph 2, under “Explanatory Notes” on the 
face of the form. (Note: Form 2013—W itself states it will be submitted in 
triplicate. Duplicate submission will be acceptable. ) 

Form 2013e shall be executed in triplicate by the mortgagor and submitted 
along with other required exhibits through the mortgagee to the Insuring Office. 
This form is self-explanatory, being the mortgagor’s certification of occupancy 
preference. 

1. Receiving.—Upon receipt, the application will be date-stamped and the 
symbol and number of the Schedule of Collection will be inserted in the space 
provided by the stamp. 

2. Fees.—For mortgages not exceeding $200,000 the application must be accom- 
panied by the mortgagee’s check to cover an application fee at the rate of Three 
Dollars ($38.00) per Thousand Dollars ($1,000) of the original face amount of 
the mortgage loan for which the application is made. For mortgage erceediny 
$200,000 the application must be accompanied by the mortgagee’s check to cover 
an application fee computed at the rate of One Dollar and Fifty Cents ($1.50) 
per Thousand Dollars ($1,000) of the original face amount of the mortgage 
loan applied for; commitment fee, an amount, which when added to any appli- 
cation fee collected as indicated above, will aggregate Three Dollars ($3.00) 
per Thousand Dollars ($1,000) of the amount of the commitment, shall be col- 
lected at the time commitment is issued. 

3. Numbering.—The receiving clerk will assign to the application and all 
accompanying papers the project number. The project number, as heretofore, 
will consist of eight digits. The first three digits will indicate the field office 
and the next five digits (after a hyphen) being the serial number assigned to 
each application consecutively. Each field office will use a new block of serial 
numbers starting with 40001 in order to differentiate from Section 608 war 
housing. 

4. Routing of Dockets.—An Original Docket and a Duplicate Docket will be 
established for each case in two black pressboard binders. (Note: Where black 
pressboard binders are not available at the time application is received the 
material will be set up in two brown manila legal size folders properly marked 
for identification purposes pending receipt of black pressboard binders. These 
binders, Stock Item No. 53—-C-14975-(B), the supply of which is limited, will 
be furnished upon requisition only to those offices which are actually in negotia- 
tion for Section 608 projects, and the requisition should state the project for 
which intended.) The Original Docket will be routed through the Director to 
the Chief Underwriter. The Duplicate Docket will be filed so as to be available 
for additional filing. 

The Original Docket will be known as the Washington Docket and the Dupli- 
cate Docket will be retained in the Insuring Office. 

5. Exhibits —The application and accompanying exhibits will be arranged on 
the right hand side of the Dockets, building from the bottom up in the following 
order (city map on bottom and application on top). 


Pili 
Name of document Form No_ | Original |Duplicate 









docket docket 
OT ii. inn cnteeeue oan anes ainniimnieneddienmnl Rael eneieh ote adee 1 1 
Copy of zone ordinances 1 1 
Zoning map (if any) - ._.- 1 l 
Topographical survey _.._ 1 1 
Preliminary drawings... . 1 I 
Sn ns eth ceed cine mak eaba Aeneas eu 1 1 
Photographs (sets) _._...._...........- nbbdb bbudidusotunttbn dds ULseel at dogs onduadae 1 1 
Legal description of property Stich dicilelshibs Adtiled bb aién snbcciicinshibede dikes tie Ripkaithnsivietlniantl 1 1 
I cnet senadis cnenterdiepsese dae neephsenetivecsatebatensade 1 1 
Request for Setermination of ow wages 1 1 
Application for m —— i i 
ements CR TNR CE Sin. ones ncisiiceansiben 1 i 
Personal and financial statement _- I 1 
so ile RTE Fe POS ha «SIRENS EEE ERIE TE LS CRE | RE 1 i 








Addi 
Lega | 


msor 
FHA 
l ex 
1 the 
d in 


itted 
flice. 


AnCy 


the 
pace 


‘Om 
hree 
it of 
diny 
over 
50) 
rage 
pli 

OO) 
col 


all 
ore, 
fice 
1 to 
rial 
war 


| be 
ack 
the 
ked 
ese 
vill 
tia 
for 
to 
ble 


pli- 


on 
ing 


cate 
et 


l 
l 
l 
l 
i 
l 
1 
l 
l 
I 
l 
1 
1 
I 





HOUSING ACT OF 1954 1999 


6. Prevailing Wage Determination.—The original of Form FH 21 (a), “Request 
for Determination of Prevailing Wages” (Department of Labor Form), which 
accompanies the application, is to be mailed promptly to the Assistant Com- 
missioner, Rental Housing and Property Management, who will transmit it to 
the Secretary of Labor for determination and will notify the Director when 
the determination has been made. 


IT. “Commitment for insurance,” Form 2432—-W 


When underwriting determinations have been made on Form 2438-W, “Report 
of Review Committee and Final Determination of the Chief Underwriter,” and 
issuance of a commitment is in order, preparation and issuance of the com- 
mitment is the responsibility of the Director, who will be guided by the follow- 
ing instructions: 

1. The name of the mortgagee, the sponsors and proposed mortgagor, addresses 
of each, the project number, and the amount of the mortgage will be inserted 
at the points indicated at the head of and in the first paragraph of the form. 

2. In Condition 1 will be inserted the amount of the, first mortgage insurance 
premium calculated at one-half per centum (44%) of the face amount of the 
mortgage for which the commitment is issued. 

3. In Condition 2 in the spaces provided will be inserted : 

(a) The interest rate as revealed in Condition 2 (b) of the applicable Form 
2438-W, 

(b) Date of First Payment.—The number of the month upon the first day of 
which amortization must commence. The date recommended by the Chief Under- 
writer will be found at the bottom of Form 2488-W. In fixing the date for 
commencement of amortization the Director will bear in mind that in cases 
involving mortgages not in excess of $200,000 amortization must commence not 
later than the first day of the 12th month after the date of the mortgage, and 
that in cases involving mortgages in excess of $200,000 amortization must com- 
mence not later than the first day of the 18th month after the date of the mort- 
gage. Within these limitations the Director will exercise his sound discretion 
as to the date for commencement of amortization, taking into consideration the 
recommendation of the Chief Underwriter and bearing in mind that, while it is 
desired that the mortgagor have sufficient time within which to complete the 
project and obtain occupancy prior to the commencement of amortization, it is 
also desired that the lapse of time between completion of the project and com- 
mencement of amortization be not longer than necessary. 

(c) Number of Monthly Payments—The number of monthly payments to 
principal and interest and the amount of the level annuity payment, as the case 
requires. The number and amount of necessary level annuity payments may 
be determined by reference to Form 2410 (Rev. 5/26/42) and application thereto 
of the established interest and amortization rates as revealed by Condition 2 (b) 
and 2 (d) in the applicable Form 2488-W. The initial principal payment on a 
level annuity basis must be not less than 2% of the original face amount of the 
mortgage. 

In the case of a declining annuity, principal payments must be at a constant 
rate of not less than 3% per annum of the original face amount of the mortgage 
and, therefore, the number of monthly payments must not be more than 400 
months, 

4, In Condition 3 (e) will be inserted a description of the property sufficient 
to identify it, as well as a statement of the approximate square-footage. 

5. Working Capital.—In Condition 8 (h) (1) will be inserted the amount of 
required working capital, which shall be not less than 3% of the amount of the 
mortgage for which the commitment is issued. 

6. In Condition 3 (h) (2) in the spaces provided there will be inserted : 

(a) The amount of cash and services, if any, required over and above the 
proceeds of mortgage for completion of the project on the basis of “Federal 
Housing Administration total estimated cost (exclusive of land and required 
construction off the site).” This amount will equal the difference between 
Item 1 and Item 2 “Estimated Requirements for Completion of the Project” as 
revealed on Page 4 of the applicable Form 2264—W. 

(b) The sum of the builders’ and architects’ fee as revealed on Page 3 of the 
applicable Form 2264-W, represents the maximum amount by which the cash 
funds required in Condition 3 (h) (2) may be reduced at closing. 

7. In Condition 3 (h) (3) will be inserted the amount of the cash deposit 
required, if any, to assure installation and completion of offsite utilities and 
streets. This figure must be obtained directly from the Chief Underwriter. 
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8. Fund for Replacements.—In Condition 4 (b) will be inserted the total 


annual requirement for replacements as determined from Page 1 of Form 2264-W. 


(Note: 4 (b) completed only when mortgage amount exceeds $200,000.) 


9. Expiration of Commitment.—In Condition 8 provision will be made for 
the expiration of the commitment in not more than 90 days. (Note: If it is 
necessary to extend the commitment, upon request by the Mortgagee, the Direc- 
tor, in his discretion, may extend the expiration date of the commitment for 


additional 30-day periods. Letters of extension shall be prepared and distrib- 
uted in accordance with the procedure for preparation and distribution of com- 
mitments outlined in paragraph 12 below.) 

10. In Condition 9 (a) will be inserted as a commitment fee an amount which, 
when added to the application fee, will equal Three Dollars ($3.00) per Thousand 
Dollars ($1,000) of the face amount of the mortgage for which the commitment 
is issued. In the event that the full fee has previously been collected, Condition 
9 (a) may be deleted. 

11, Collateral Conditions of the Commitment—Under Condition 9 (as subsec- 
tions (b), (c), etc.) there will also be inserted as conditions of the commitment 
any specific conditions, such as planning requirements and offsite improvements 
and other requirements not covered by the commitment, as revealed in the 
applicable Forms 2438—W and 2411—-W, or as recommended by the Chief Under- 
writer, or as determined by the Director. In case of requirements for offsite 
improvements the requirements must be sufficiently specific in detail to avoid 
misunderstanding and the estimated cost of each such improvement must be 
stated. In the event that drawings and specifications are necessary for offsite 
requirements they should be properly identified under Condition 9. In the 
event space provided on the commitment for these conditions is not sufficient, 
there will be attached and stapled to the commitment as “Exhibit A” a descrip- 
tion of all requirements. 

12. Distribution of Commitment.—The commitment will be dated as of the 
date of issue. Commitments will be prepared in sextuple. Distribution will be 
as follows: 

(a) To Mortgagee: Original and duplicate together with duplicate copies of 
the applicable Form 2419-W and one copy of the applicable Form 2264—-W. (One 
copy of the commitment and one copy of Form 2419—-W forwarded to the mort- 
gagee are intended for the use of the mortgagor. ) 

(b) To Closing Attorney: One copy, together with one copy of Forms 2264-W, 
2283-W, and 2443-W. (See III hereafter for preparation of Form 2443-W.) 

(c) To Washington Docket: One copy. 

(d) To Duplicate Docket: One copy. 

(e) To Assistant Commissioner, Rental Housing and Property Management: 
One copy, together with one copy of Forms 2264—-W and 2419-W. 

Nore.—FHA Form 2419—W will be forwarded in accordance with (a) and (e) 
above only when the mortgage is in excess of $200,000. 

13. Assignments.—In case of assignment of the commitment, such assignment 
must be to an approved mortgagee, and the Director will require from the 
assignor a release in writing of its rights under the commitment and from the 
assignee an acceptance in writing of the obligations of the assignor under the 
commitment. The assignment and acceptance should be submitted in duplicate, 
the original to be filed in the Washington Docket and the duplicate to be filed in 
the Duplicate Docket. 


IIT. “Information for Closing Attorney”, Form 2443-W 


It is the responsibility of the Director immediately upon issuance of a com- 
mitment to forward to the Closing Attorney a completed Form 24438—-W, with 
attachments, as provided in II-12 (b) above. The necessity for Form 2443—-W 
arises from the fact that under the Rules there are certain matters subject to 
approval of the Commissioner involving alternatives and it is necessary that 
the Closing Attorney be advised of final determinations with respect thereto. 
In preparing Form 2443—-W the Director will be guided by the following in- 
structions: 

1. The project number, location, the names and addresses of the mortgagor, 
the mortgagor’s attorney and the mortgagee will be inserted at the points in- 
dicated. The name and address of the mortgagor’s attorney may be obtained 
from the applicable Form 2013-W. 

2. Title Rvidence.—A policy of title insurance is required but in the event the 
mortgagee is unable to furnish such policy for reasons satisfactory to the Com- 
missioner, the Commissioner may accept other evidence of title. (See IV-4 
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hereafter.) Upon determinstion of this question the Director will check on the 
form the type of title evidence which will be acceptable at closing. 

3. Assurance of Completion.—This may be in the form of a bond of a surety 
company in standard American Institute of Architect’s form, or or FHA Form 
2452-W, or may be in the form of an escrow of cash or securities. (See IV-14 
hereafter.) Upon determination of the type of assurance which will be accept- 
able the Director will check type on the form. In the event a bond is to be ac- 
cepted the name of the surety will be inserted. In the event an escrow is to be 
accepted and is to be deposited with a depository other than the mortgagee the 
name of the depository will be inserted. 

4. Completion of Offsite Facilities.—Assurance of installation and completion 
of offsite facilities may be in the form of (@) a cash escrow with the mortgagee 
or under the control of the mortgagee with an approved depository, or (b) 
assurances from public authorities or public utility companies, as the case may 
be, that the work will be performed, or (c) in the form of a contract between the 
principal sponsor or sponsors and an acceptable contractor assured by a surety 
bond. (See IV-17 hereafter.) Upon determination of the form of the assurance 
the Director will check the applicable item on the form. In case of a cash escrow 
with a depository other than the mortgagee the name of the depository will be 
given. In case of assurances from a public authority or a publie utility company 
a description of the type of assurance acceptable will be inserted in the form. In 
ease of a contract between the sponsor or sponsors and a contractor the names 
of the parties to the contract and the name of the surety will & given. In those 
cases in which no assurance of installation and completion of offsite facilities is 
required the Director will so indicate on the form. 

5. In those cases in which a cash deposit over and above the mortgage proceeds 
is required to assure availability of funds for completion of construction the 
Director will require that such deposit be made with the mortgagee and will so 
indicate on the form. If no deposit is required the Director will so indicate. 

6. “here will be attached to Form 2443—W copies of Forms 2264-W, 2283-—W, and 
2482--W (as provided in II-12 (b) above). 

7. Form 2443-W will be prepared in duplicate and distribution will be as 
follows: 

(a) Original copy to the Closing Attorney with attachments. 

(b) One copy to the Duplicate Docket. 


IV. Closing under Form 2432-W 


It should be understood that.there is a distinction between closing under a 
“Commitment for Insurance,” Form 2432—W, under which advances of mortgage 
proceeds will be insured during the course of construction, and closing under a 
“Commitment to Insure Upon Completion,” Form 2453-W. (For closing under 
Form 2453—-W see X hereafter.) Article VI, Section 2, of the Regulations, pro- 
hibits the transfer or pledge of the mortgage, except with the prior written 
approval of the Commissioner, until full disbursement of the mortgage proceeds. 
The Director, therefore, should determine that tne mortgagee at closing is able 
and prepared to disburse the full mortgage proceeds. No transfer or pledge prior 
to full disbursement of mortgage proceeds will be permitted by the Director with- 
out prior approval and receipt of instructions from the Assistant Commissioner, 
Rental Housing and Property Management. When the closing is in order the 
Director will communicate with the Closing Attorney to establish a date for 
closing. The Director should endeavor to communicate with the Closing Attorney 
sufficiently in advance of the date desired (but at a time when drawings and 
specifications will be complete) so that the Closing Attorney may make necessary 
arrangements to be present or to arrange a date as close to the desired date as 
practicable and in order that the Closing Attorney may determine in advance of 
travel that closing documents are in order. Hereafter is given a description of 
the steps involved in closing under Form 2482-W, “Commitment for Insurance,” 
with instructions as to the responsibility of the Director with respect thereto. 

1. Commencement of Construction.—In cases involving closing under Form 
2432-W, “Commitment for Insurance,” construction must not commence prior to 
formal closing and recordation of the insured mortgage. This prohibition is 
necessary in order to avoid exceptions to title at closing due to possibility of liens. 

2. Credit Instrument. —The credit instrument will be on the FHA printed form, 
The form number varies with the jurisdiction. The acceptability and proper 
execution of the credit instrument is the responsibility of the Closing Attorney. 

8. Mortgage—The mortgage will be on the FHA printed form. The form num- 
ber varies with the jurisdiction. The printed form of mortgage must not be 
altered, except that the mortgagee, if it desires, may include a provision for such 
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additional charges as may be agreed upon by the mortgagor and mortgagee in the 
event of prepayments in excess of 15 percent of the original principal amount of 
the mortgage in any one calendar year. The mortgage must not contain any 
additional charges for prepayments up to 15 percent of the original face amount 
of the mortgage in any one calendar year. This percentage has been SO as 
to permit the mortgagor to apply as a prepayment without additional charge, its 
surplus earnings at its election or in accordance with its certificate of incorpora- 
tion, as the case may be. The acceptability and proper execution of the mortgage 
is the responsibility of the Closing Attorney. 

4. Title Bvidence.—Section VII of the Rules provides that in order for the mort- 
gaged property to be eligible for mortgage insurance the Commissioner must 
determine that marketable title is vested in the mortgagor as of the date the 
mortgage is filed for record and further provides that the mortgagee must furnish 
a policy of title insurance in L. I, C. or A. T. A. standard mortgagee form and that 
in the event the mortgagee is unable to furnish such policy for reasons satis- 
factory to the Commissioner evidence of title may be furnished in the form of 
(a) abstract of title and legal opinion from an attorney experienced in the exam- 
ination of titles, or ()) a Torrens certificate of (c) evidence of title conforming 
to the standards of a supervising branch .of the Federal government or of any 
State or Territory. The type of title evidence to be accepted is the responsibility 
of the Director who in all cases will require a title policy unless other evidence of 
title has been approved by the Assistant Commissioner, Rental Housing and Prop- 
erty Management. The acceptability of the title company is the responsibility of 
the Director. The acceptability of title is the responsibility of the Closing Attor- 
ney and it is also the responsibility of the Closing Attorney to call to the attention 
of the Director any restrictions or covenants in the title. It is the responsibility 
of the Director to determine that the project will not violate any such restrictions 
or covenants, 

5. “Survey Instructions and Certificate” ; Form 2457-W.—One of the conditions 
of the commitment under Section 608 is that the Administration be furnished at 
closing with a lot-line survey of the property to be covered by the insured mort- 
gage. Form 2457—-W is the form of the Surveyor’s Certificate which will be 
required to be submitted with surveys. The form is self-explanatory, and accept- 
ability of the survey and certificate is the responsibility of the Closing Attorney. 

6. Eligible Mortgagors.—(a) In cases where the insured mortgage is not in 
excess of $200,000 the mortgagor may be an individual, partnership, or corpora- 
tion. If a corporation, any form of charter iS satisfactory if it permits the 
corporation to engage in the business of constructing, owning, and managing 
rental properties and meets the legal requirements of the State or Territory in 
which the property is located. 

(b) Model Form of Certificate of Incorporation, Mimeograph No. 43650, This 
form must be followed in all cases where the insured mortgage is in excess of 
$200,000. 

In such cases the Administrative Rules for Section 608 require the mortgagor 
to be a private corporation in which the Commissioner has preferred stock or to 
be in the from of a Trust in which the Commissioner has a beneficial interest 
(except in case of a public housing authority). The Commissioner will not have 
a representative or representatives on the Board of Directors or other governing 
body except in case of default and then at the option of the Commissioner. The 
model form of certificate of incorporation is self-explanatory, being merely an 
ordinary certificate of incorporation based on Maryland law and including pro- 
visions regarding preferred stock. rights, rental schedule, etc.,. necessary for 
compliance with the Rules. The model form may be altered only so.as to comply 
with the corporate law of the jurisdiction in which the project is to be located 
or so as to be converted into a Trust Agreement. It should be noted that Article 
Six (d) of the Model Form of Certificate of Incorporation provides that the 

deposit to the replacement reserve fund shall commence on the date of the first 
payment to amortization of principal of the insured mortgage, unless otherwise 
agreed to by the holder of the preferred stock (the Commissioner), and requires 
that the deposit toward such fund be made monthly with the mortgagee or under 
the control of the mortgagee with a depository satisfactory to the mortgagee. 
It also contains a provision requiring approval in writing by the holders of the 
preferred stock of disbursements from such funds. Article Bight (a) (3) pro- 
vides that a failure to establish and maintain such reserve fund shall be a de- 
fault under the terms of the Certificate of Incorporation. 

(ec) Conformity of the certificate with the Administrative Rules and the com- 
mitment in either case is the responsibility of the Closing Attorney. At closing 
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thé mortgagor must deliver one certified copy of its certificate and two conformed 
copies. 

7. Minutes of Meetings of Stockholders and Directors of Mortgagor.—The 
mortgagor must submit at closing copies of minutes of all meetings of its cor- 
porate bodies, particularly of its organization meeting and the meeting authoriz- 
ing the insured mortgage transaction, held prior to closing. It is the responsi- 
bility of the Closing Attorney to determine that the corporation has been legally 
and properly organized, that the-imsured mortgage transaction has been properly 
authorized, and that no action has been taken by any corporate body contrary 
to the certificate of incorporation and the rights of the Commissioner, or in con- 
flict with any contractual documents. The Closing Attorney will require sub- 
mission of at least one certified copy of minutes in addition to two conformed 
copies. 

8. Bylaws of Mortgagor Corporation.—The form of the bylaws is not prescribed. 
The acceptability of the bylaws is the responsibility of the Closing Attorney 
who will determine that the bylaws contain no provisions in conflict with the 
certificate of incorporation, the rights of the Commissioner, or any closing instru- 
ments. At closing the Closing Attorney will require submission of at least one 
certified copy of the bylaws in addition to two conformed copies. 
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'TOp- certified copies of stock subscription agreements. The nature and adequacy of 
y of the subscriptions is the responsibility of the Director. The legal adequacy of 
ttor- subscription agreements is the responsibility of the Clesing Attorney. 
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10. Evidence of Commissioner’s Beneficial Interest in Mortgagor.—The Com- 
missioner’s control over the mortgagor corporation will be-exercised by preferred 
stock, or other special form of stock, or in the case of a Trust other evidence of 
beneficial interest. At closing the Closing Attorney will require delivery from 
the mortgagor of evidence of such interest and will deliver to the Director the 
appropriate document with his certificate that the form of the evidence con- 
forms to the legal requirements of the state of incorporation. Upon receipt 
thereof the Director will require the proper representative of the mortgagor to 
execute “Public Voucher for Purchases and Services Other Than Personal’, 
Standard Form 1034, approved by the Comptroller General of the United States, 
May 26, 1938. The price to be paid for such stock or other beneficial interest 
will be $100. Following execution of the coucher by the mortgagor the Director 
will execute such voucher and will attach thereto the stock certificate or other 
evidence of interest, together with the Closing Attorney's certificate, and forward 
all to the Comptroller, Federal Housing Administration, Washington 25, D. C. 
The stock will be held in the custody of the Comptroller until redeemed. 

11. “Building Loan Agreement”, Form 2441—-W.—This form is self-explanatory 
and sets forth the terms and conditions under which the mortgage proceeds will 
be advanced and insured during the course of construction. The acceptability 
and proper execution of the building loan agreement is the responsibility of the 
Closing Attorney. In closing there must be attached to the form, exhibits A and 
B, exhibit A being a legal description of the land to be covered by the insured 
mortgage and exhibit B being a copy of the'Schedule of Payments and the Trade 
Payment Breakdown. 

12. “Construction Contract’, Form 2442-W.—This form is self-explanatory 
and the Closing Attorney is responsible for its acceptability and proper execu- 
tion. In closing there must be attached to the form as an exhibit a copy of the 
Trade Payment Breakdown. Since procedure established under Section 608 is 
not readily adaptable to the construction of a project by a multiplicity of con- 
tractors who have direct contractual relations with the mortgagor, it is the 
responsibility of the Director to determine that the construction contract consti- 
tutes a general contract for all construction onsite. This may be accomplished 
by ascertaining that the drawings and specifications upon which the contract is 
based are complete for all onsite work and that the contract properly identifies 
such drawings and specifications by reference. 

13. Architect's Contract.—There is no printed Federal Housing Administration 
form for the architect’s contract. The Director, however, will require that the 
contract be in standard American Institute of Architects form. Directors are 
cautioned that in no case shall the architect’s total cash fee be permitted to 
exceed the cash available for such fee or in any event exceed the total architect's 
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fee as revealed in the applicable Form 2264-W. In addition the Director will 
be guided by the following: 

(a) The Director will require inclusion in the architect’s contract provision 
for the payment of the architect’s cash fee which will not be more liberal than 
the following: 

“Cash payments hereunder shall be made as follows: $ (insert 40 
percent of the cash fee) upon execution of this agreement; and the balance 
of $ (insert 60 percent of the cash fee) in instalments concurrently 
with payments to the contractor, the amount of each such instalment to be 
computed by multiplying the sum of $ (insert 60 pereent of the cash 
fee) by the percentage of in-place construction completed and approved by 
the Federal Housing Administration and deducting the total of all such 
instalments previously paid. No payment shall be due under this agreement 
prior to its approval by the Federal Housing Administration.” 

(b) The Director will require inclusion in the architect’s contract of the 
following: 

“Certificates of Payment shall be issued by the architect from time to time as 
required under the Construction Contract. Said certificate shall be in the form 
prescribed by the Federal Housing Commissioner and shall state, among other 
things, that it is based upon personal inspection of the project by the architect 
or his representative, who shall be another architect. The name of said repre- 
sentative shall be indicated if the inspection is not made by: the architect.” 

(ec) The Director will also require inclusion in the architect’s contract of the 
following: 

“Notwithstanding any other provision hereof, if the work for which the 
drawings and specifications are executed has not been completed and there 
is a default or foreclosure under the mortgage insured by the Federal Hous- 
ing Commissioner on the property, the mortgagee or the Commissioner, or 
both, and their successors and assigns, are authorized to use said drawings 
and specifications to complete construction of said project without additional 
cost therefor.” 

(d) The Director will require that Conditions 2, 3, 4, 5, and the last paragraph 
of Condition 7 of the standard American Institute of Architects form be stricken 
from the contract. 

14, Assurance of Completion.—Section V, Subsection 5 of the Rules provides 
that assurance of completion of the project shall be either (a) standard American 
Institute of Architects form of construction bond; or (b) “Contract Bond-Dual 
Obligee”, FHA Form 2452; or (¢) escrow of cash or securities. It should be noted 
that the bonds mentioned are not completion bonds. They are performance 
bonds and guarantee performance of the construction contract as written only 
to the extent of damages not in excess of the penal sum stated in the bonds. 
The bonds, however, carry a direct liability not only to the obligees named but 
also to contractors and materialmen subject to the priority of the named 
obligees. Copies of the American Institute of Architects bond may be obtained 
at most stationery stores or directly from the American Institute of Architects, 
1741 New York Avenue NW., Washington. D. C. Immediately below is specified 
the form of assurance, depending upon the type of assurance given. 

(a) American Institute of Architects Bond.—Such bond must be in a penal 
sum not less than 10 percent of the construction contract and must include the 
mortgagee as a coobligee. The acceptability of the surety and amount of the 
bond is the responsibility of the Director. Any surety on the accredited list of 
the United States Treasury is acceptable. The legal adequacy and form of the 
bond is the responsibility of the Closing Attorney. 

(b) “Contract Bond—Dual Obdligee,’ Form 2452.—This bond must be in a 
penal sum not less than 10% of the construction contract. It should be noted 
that in the first paragraph of the form provision is made for the inclusion of 
the mortgagee as a co-obligee, and the mortgagee must be so included. The 
acceptability of the surety and amount of the bond is the responsibility of the 
Director. Any surety on the accredited list of the United States Treasury 
is acceptable. The legal adequacy and form of bond is the responsibility of 
the Closing Attorney. (Norr.—The above described Form 2452 may be used 
for either a Section 207 or 608 insured mortgage.) 

(c) “Completion Assurance Agreement,” Form 2450-W.—In case the assur- 
ance of completion is to be in the form of an escrow deposit, such escrow must 
be in an-amount not less than 10 percent of the construction contract; and the 
escrow must consist of cash or securities of or fully guaranteed as to principal 








> will 


rision 
than 


rt 40 
lance 
ently 
to be 
cash 
d by 
such 
nent 


the 


ie as 
‘orm 
ther 
ibect 
pre- 


the 


the 
ere 
pus- 
, or 
ings 
ynal 


aph 
ken 


des 
can 
ual 
ted 
nee 
nly 
ds. 
put 
ed 
led 
ts, 
ied 


nal 
he 
he 
of 
he 


a 
ed 
of 
he 
he 
ry 
of 
“dl 


r- 
st 
e 
ul 





HOUSING ACT OF 1954 2005 


and interest by the United States of America. This agreement must be executed 
by the mortgagor, the mortgagee, and the contractor. Attention is called to the 
provision of paragraph 1 of the agreement wherein it is required that the funds 
be deposited with the mortgagee or under the control of the mortgagee with a 
depository satisfactory to the mortgagee. Attention is also called to subpara- 
graph 2 (b) of the form wherein it is required that where the insured mortgage 
is in excess of $200,000 there be retained in the escrow account for a period of at 
least one year subsequent to completion of the project an amount equal to not 
less than 2% percent of the total amount of the construction contract as a 
guarantee against latent defects and faulty workmanship and material. The 
amount of the escrow is the responsibility of the Director. The acceptability, 
execution, and consummation of the escrow agreement is the respensibility of 
the Closing Attorney. 

15. Zoning Map and Zoning Ordinances.—The mortgagor must submit at clos- 
ing copies of zoning map and zoning ordinances or other appropriate evidence, if 
any, that zoning laws and regulations will not be violated by the proposed proj- 
ect. It is the duty of the Closing Attorney to call to the attention of the Director 
any provisions of such maps, laws, or regulations which may involve a violation, 
and it is the duty of the Director to ascertain through the Chief Underwriter 
that no violations are involved. 

16. Building Permits—The mortgagor must submit at closing satisfactory evi- 
dence that the public authorities with jurisdiction have granted necessary build- 
ing permits. The sufficiency of such permitsis the responsibility of the Director. 
The legal adequacy of such permits is the responsibility of the Closing Attorney. 

17. Assurance of Installation and Completion of Offsite Facilities.—Section V, 
Subsection 3 of the Rules provides that the Commissioner may require an escrow 
deposit with the mortgagee or with an acceptable trustee or escrow agent desig- 
nated by the mortgagee. of such cash as may be necessary for the completion 
of offsite facilities, such as public utilities, streets, and any sidewalks, curbs, 
gutters, and landscaping offsite. In lieu of the requirement of a cash escrow, 
other forms of assurance, of installation and completion of offsite factlities will 
be acceptable, in the discretion of the Director, as hereinafter mentioned. _The 
type of the assurance is the responsibility of the Director. The legal adequacy 
of the assurance is the responsibility of the Closing Attorney. In establishing 
the type of assurance the Director will be guided by the following instructions : 

(a) The Director may accept assurances from public authorities or public 
utility companies, as the case may be, that the required offsite facilities will 
be installed and completed at the time of completion of the project and without 
cost to the mortgagor. The terms of such assurances must be acceptable to the 
Director and must be in written form approved by the Closing Attorney. 

(b) The Director may accept as assurance of completion and installation of 
offsite facilities, a contract between the principal sponsor or sponsors, collec- 
tively and individually, and a contractor satisfactory to the Director for instal- 
lation and completion of offsite facilities without cost to the mortgagor. In 
such event the Director should be satisfied that the sponsor or sponsors are 
sufficiently responsible financially to make to the contractor the payments called 
for by such contract. It should be noted that this arrangement contemplates 
that the mortgagor corporation, as distinguished from the sponsor or sponsors, 
will have no liability in connection with such contract. Such contract, if ac- 
cepted, must be approved by the Closing Attorney and must be guaranteed by a 
surety bond satisfactory to the Director in the form of a performance bond 
written, in standard American Institute of Architects form in an amount, equal 
to the total cost of said offsite facilities as estimated by the Federal Housing 
Administration or as determined by the contract price, whichever is the greater ; 
and such bond must contain the mortgagor and the Federal Housing 
Commissioner, his successors, and assigns, as co-obligees. 

(c) In the event a cash escrow is required, the Director will require such 
escrow in an amount equal to the Federal Housing Administration’s estimate 
of cost of such offsite facilities, and such escrow will be deposited with the 
mortgagee or under the control of the mortgagee with a depository satisfactory 
to the Director and mortgagee, and such escrow will be established under ‘‘Escrow 
Agreement for Offsite Facilities,” Form 2446-W. 

(d) Regardless of the form of assurance accepted the Director must deter- 
mine that the assurarce requires installation and completion of offsite facilities 
in accordance with satisfactory drawings and specifications, if necessary, and 
without cost to cr assessment against the mortgagor. The Director must also 
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determine that the assurance provides for completion and installation of offsite 
facilities simultaneously with completion of improvements on the project site 
or within a reasonable time thereafter as determined by him. In all cases, 
prior to approval of any form of guarantee of installation and completion of 
offsite facilities, the Director will require submission of evidence satisfactory to 
him of the granting of satisfactory priority ratings for necessary material so 
long as any applicable priority system is effective. Attention of the Director 
is called to the fact that the construction contract and building loan agreement 
employed in operations under Section 608 provide that the 10% holdback will 
not be advanced until satisfactory completion of offsite facilities. 

18. Drawings and Specifications.—Drawings-and-specification¢ at e 
be complete in all respects. The master set of drawings and specifications, ~ 
be retained in the Insuring Office during the course of construction and one 
year thereafter, must be identified on the title sheet and initialed on the re- 
verse side of each sheet by the proper representatives of the mortgagee, the 
mortgagor, the contractor, the architect, the bonding company, if any, and the 
Commissioner, The Director will require identification on behalf of the Com- 
missioner by tae Chief Architect, who is responsible to the Chief Underwriter 
for the adequacy and completeness of drawings and specifications including in- 
corporation in the specifications of the standard form, current edition, of the 
American Institute of Architects “General Conditions of the Contract” and any 
“Supplemental General Conditions”. The Director will ascertain that the latter 
two items have been included in the specifications, 

19. Working Cupital Deposits.—It is the responsibility of the Director to de- 
termine that the mortgagor deposits with the mortgagee the working capital 
required by Item 3 (h) (1) in the commitment. 

20. Funds Required to Complete the Project.—It is the responsibility of the 
Director to determine that the mortgagor deposits with the mortgagee such 
sum as may be necessary over and above the amount of the insured mortgage a 
complete the project. This sum will be ascertained at closing by a heen 
the “Financial Requirements ‘for Closing” (Form No. 2283—-W) to accord ‘with 
the facts and figures showii on the executed ‘Contract“documents. 

21, “Hazard Insurance Requirements”, Form 2447-W.—In Section III, Sub- 
section 7, of the Rules provision is made that the mortgagee be advised at the 
time of endorsement of the credit instrument for insurance of the Commissioner’s 
requirements for the types and amounts of hazard insurance to be maintained 
upon the project, and Article V, Paragraph 6, or the Regulations makes pro- 
vision for maintenance of such insurance by the mortgagee in the event of fail- 
ure of the mortgagor to maintain such insurance. It is, therefore, necessary 
that simultaneously with the initial endorsement of the credit instrument for 
mortgage insurance in cases in which mortgage proceeds are to be advanced 
during the course of construction the Commissioner notify the mortgagee of 
hazard insurance requirements. The Director, prior to the initial endorsement 
of the credit instrument will notify the mortgagee of hazard insurance require- 
ments by completing Form 2447-W and delivering or forwarding it to the mort- 
gagee in accordance with the following instructions: 

(a) The Director will first ascertain from the Chief Underwriter whether 
any change in drawings and specifications or change in cost estimate has oc- 
curred subsequent to preparation of Form 2445-W “Hazard Insurance Schedule” 
(obtained from the Chief Underwriter) which will necessitate revision of such 
form. If such change has occurred the Director will obtain from the Chief 
Underwriter a revised Rorm 2445-W corrected to reflect such-changex 

(¥) Having ascertained that the Form 2445—-W in his possession is the final 
and correct copy the Director will prepare Form 2447—-W in the following manner : 

(1) The form will be prepared in quadruplicate. The date of the form, 
the name and address of the mortgagee, the project number, project name 
and project location will be inserted in the blank spaces provided at the 
head of the form. The date of the form must coincide with the date of 
initial endorsement of the credit instrument. 

(2) In Paragraph 3 of the form in the blank space provided will be in- 
serted the date of Form 2445—W as revealed in the lower left-hand corner 
of the applicable Form 2445-W. 

(3) Follo-ving preparation of Form 2447—W as above provided the Direc- 
tor will staple to each copy of the form a copy of the applicable Form 
2445-W. The Director will then execute all copies of Form 2447—W at the 
point provided for signature. 
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(4) Having prepared and executed Form 2447—-W as above provided the 
Director will immediately upon initial endorsement of the credit instrument 
deliver or forward to the mortgagee the original and one duplicate copy, 
making certain that both copies of Form 2447—-W have attached thereto 
copies of the applicable Form 2445-W. 

(5) Exeeuted copies of Form 2447-W with applicable Form 2445~W 
attached will be filed in the Original and Duplicate Dockets. 

(ec) Directors are cautioned that Form 2447-W and its attachments bear 
directly upon the contractual relationship between the @ommissioner andthe 
mortgagee"and that’accuracy and promptness in the execution of the procedure 
herein outlined is of primary importance. In all cases in which there is any 
revision of Form 2445-W or any correspondence in connection with either Form 
2445-W or Form 2447—W a copy of such revision and correspondence will be filed 
in both the Original and Duplicate Dockets. 

22, “Mortgagee’s Certificate,” Form 2434-W.—This certificate must be exe- 
euted by the mortgagee and submitted at the time of closing. The form is self- 
explanatory and constitutes an acknowledgement by the mortgagee of its obli- 
gations under the Rules and Regulations and contract instruments. The ac- 
ceptability and proper execution of Ferm 2434-W is the responsibility of the 
Closing Attorney. 

23. “Mortgagor’s Certificate,” Form 2433-W.—This certificate is an acknow]l- 
edgement by the mortgagor of its obligations under the Rules and Regulations 
and contract instruments and also constitutes an acknowledgement by the mort- 
gagor of the contents of the mortgagee’s certificate (Form 2484-W) and agree- 
ment by the mortgagor to be bound thereunder. This certificate is self-explana- 
tory. The acceptability and proper execution of Form 2433-W is the responsi- 
bility of the Closing Attorney. 

24. Collaterai Agreements.—At closing the Director must ascertain that all 
conditions of Item 9 of the commitment have been complied with fully and exe- 
cuted duplicate éopies of any documents in connection,therewith must be sub- 
mitted by the mortgagor at closing. The responsibility for compliance with the 
conditions of Item 9 is that of the Director. The legal adequacy of any docu- 
ments in connection therewith is the responsibility of the Closing Attorney. In 
addition, if any collateral agreements are necessary with respect to any unusual 
conditions encountered at closing executed duplicate copies of any documents in 
connection therewith must be submitted by the mortgagor. The propriety of 
such documents is the responsibility of the Director. The legal adequacy of 
such documents is the responsibility of the Closing Attorney. 

25. Comprehensive Attorney’s Opinion.—The mortgagor’s attorney must submit 
at closing to the Closing Attorney, addressed to the mortgagee and Federal 
Housing Administration, his comprehensive opinion as to the legality of the 
entire transaction and the legality and adequacy of contzactual instruments. 
The nature and scope of this opinion is the responsibility of the Closing Attorney. 

26. Endorsement of the Credit Instrument and Collection of First Mortgage 
Insurance Premium.—Consummation of the closing is the responsibility of the 
Closing. Attorney, who following proper closing will certify to the Director that 
initial endorsement of the credit instrument is in order. Upon receipt of such 
certification the Director will make the initial endorsement on the credit 
instrument and simultaneously therewith require payment by the mortgagee of 
the first mortgage insurance premium. 

27. Copies of Instruments.—Proper distribution of closing instruments. and 
copies thereof to interested parties:is the responsibility-of-the Clesing Attorney. 
It is also the responsibility of the Closing Attorney immediately following closing 
to deliver to the Director copies of the closing instruments as immediately here- 
after provided. All instruments mentioned in VII-—1 hereafter, obtained at 
closing, will be delivered to the Director in the form specified in VII-1. The 
Closing Attorney will also deliver to the Director duplicates of all such instru- 
ments, excepting title evidence (which is generally furnished only with an 
original for the mortgagee and one duplicate original for the Federal Housing 
Administration). The Closing Attorney will also be responsible for delivery to 
the Director of the master set of drawings and specifications, one linen set, and 
two copies. (The master set is the contract document for the Insuring Office. 
One extra set is a working set for the Insuring Office. The linen set is for the 
Federal Housing Administration Inspector and the extra set is his working set.) 
The Director will find that preparation of the Washington. Docket subsequent 
to completion of the project, as hereafter required, will be facilitated if the 
closing instruments submitted to the Director in form. specified in VII-1 are 








2008 HOUSING ACT OF 1954 


filed together in the Duplicate Docket with copies in the Washington Docket. 
(See VII hereafter.) ‘The safe keeping of instruments following closing is the 
responsibility of the Director. 

28. Revision of Instruments Prohibited Without Approval.—Subsequent to 
closing and initial endorsement of the credit instrument no revision of the terms 
or conditions of the insured mortgage will be permitted which will result in any 
change in its principal amount, interest rate, or amortization provisions without 
prior approval of the Assistant Commissioner, Rental Housing and Property 
Management. Upon receipt of any such proposal which the Director feels 
merits consideration, the Director will forward such proposal to the Zone Com- 
missioner with jurisdiction, together with his comments and recommendations, 
for transmittal to the Assistant Commissioner, Renta] Housing and Property 
Management, for determination. A case which has been closed and in which 
the credit instrument has been initially endorsed (or in which a “Commitment 
to Insure Upon Completion” has been issued) under Section 608 represents a 
contract to which the Administration is a party and in which the Administration 
is interested in fixed legal obligations. Proposed revisions require examination 
from a legal point of view and involve decisions of general policy. 

V. Construction period under Form 24382-W 

During the construction period the Director will be guided by the following 
instructions ; 

1. Construction Fund of Mortgagor Held by Mortgagee.—In accordance with 
Item 3 (h) (2) of the commitment the mortgagor may have been required at 
closing to deposit with the mortgagee funds necessary to defray the cash cost 
of construction in excess of mortgage proceeds. Under the Mortgagee’s Certifi- 
cate (Form 2484-W the mortgagee certifies that it will advance to the mortgagor 
for construction purposes sueh funds prior to making any advance of niortgage 
proceeds. The Director, therefore, prior to approval of any request for insurance 
of ahy advance of mortgage proceeds will determine whether any construction 
funds other than mortage proceeds remain in the hands of the mortgagee and 
will require exhaustion of such funds prior to approval for mortgage insurance 
of any advance of mortgage proceeds. 

2. “Application for Insurance of Advance of Mortgage Proceeds,” Form 2403- 
W.—This form is self-explanatory, constituting merely a request for insurance 
of an advance under the mortgage. The application must be submitted in 
quadruplicate by the mortgagee. In all instances the application must be com- 
pleted and executed by the mortgagor, the mortgagee, and the architect; and 
when the advance requested includes a payment on account of construction 
cost, the form must also be executed by the contractor. Examination of the 
form will reveal provision for execution by all parties named. The Construc- 
tion Contract requires a Survey showing the location on the site of the improve- 
ments constructed thereon. Such Survey should be supplied by the contractor 
and attached to each application for the insurance of advance of mortgage 
proceeds covering each unit or building, not theretofore located on the Survey. 
After all of the buildings to be constructed are located on the Survey, the 
Director may dispense with further Surveys up to but not including the final 
advance of mortgage proceeds. The Survey accompanying the request for final 
advance must show the exact location of buildings, water, sewer, gas, and 
electric mains, and of all easements for such utilities then existing. It should 
be prepared by a licensed surveyer who should certify that the project is in- 
stalled and erected entirely upon the land covered by the mortgage and within 
the building restriction lines, if any, on said land, and does not overhang or 
encroach upon any easement or right-of-way of others. Upon receipt the ap- 
plication will be referred to the Chief Underwriter who will process the applica- 
tion in accordance with Underwriting procedure. Following processing the 
Chief Underwriter will complete the certificate of mortgage insurance on the 
form, for execution by the Director, and will submit it to the Director. The 
Director will execute Form 2403-W only following certification thereto by the 
Chief Underwriter at the point provided for such certification. Prior to such 

execution the Director must determine whether am advance is a final advance. 
If the advance constitutes a final advance the Director will be guided by instruc- 
tions under VI hereafter. If the advance does not constitute a final advance the 
Director will execute the certificate of mortgage insurance on all copies of the 
form, if in his opinion the advance is in order, and distribute copies as follows: 

(a) Original to the Mortgagee. 

(0b) One copy to the Washington Docket. 

(c) One copy to the Duplicate Docket. 
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(@) One copy to the Chief Underwriter for use of Mortgage Credit Section. 

3. “Request for Approval of Changes in the Drawings and Specifications.” — 
AH requests for changes in the Drawings and Specifications must be in writing 
signed by the mortgagee and the mortgagor and shall. be eonditiened.upon the 
approval of the Commissioner, which approval may be subject to such conditions 
and qualifications as the Commissioner in his diseretion may prescribe, it being 
understood that the Commissioner at all times has the right to require ¢ém- 
pliance with the original Drawings and Sepcifications. If the change or ag- 
gregate of changes involve an increase in the cost of construction, the Director 
must determine whether such increases aggregate 10 perecent or more of the 
construction contract; and if so the approval of the bonding company to the 
change must be obtained, if the assurance of completion is in the form of a 
bond. The approval of the bonding company must be in written form. 

4. Working Capital—~The working capital deposit required at closing is pri- 
marily for the purpose of assuring monthly accruals with the mortgagee during 
the construction period for the second mortgage insurance premium, the real 
estate taxes due in the year following completion of construction, and the total 
premiums for permanent hazard insurance for one year, in order that all such 
items may be paid by the mortgagee when due, all as required by the terms of 
the mortgage. The balance of such deposit is for the purpose of defraying ex- 
penses during the opening of the project for oceupancy. The working capital 
deposit is under the sole control of the mortgagee and the disbursement of any 
portion of the deposit is a matter for the discretion of the mortgagee. It is 
probable, however, that from time to time a mortgagee may refer to an Insur- 
ing Office a request from a mortgagor for release of a portion of such deposit or 
that a mortgagor may refer such request to the Insuring Office. In case of 
receipt of such request by the Insuring Office from either a mortgagor or 
mortgagee the Director will direct his reply to the mortgagee with his comments 
and recommendations (in case of request from a mortgagor, copy to mortgagor) 
and in his comments and recommendations the Director will be guided by the 
following: 

(a) Of primary importance to the mortgagee and the Administration is the 
acerual with the mortgagee of amounts sufficient to defray the cost’ of the 
second mortgage insurance premium, the real estate taxes due in the first year 
subsequent to completion, and the permanent hazard insurance policies. It 
should be remembered that no portion of the deposit is for the purpose of defray- 
ing any of the cost of construction or other expenses incidental to construction 
and instead any balance in excess of amounts necessary for the required accru- 
als is for the purpose of defraying opening expenses in the nature of renting 
and advertising and purchase of equipment and supplies necessary for the open- 
ing and operation of the project. The Director should exercise care to avoid 
recommending premature disbursement and unnecessary and extravagant ex- 
penditures. In many instances, however, portions of a project may be completed 
and ready for occupancy prior to completion of the entire project and a dis- 
bursement for reasonable opening expenses for such completed portions of a4 
project should be permitted, but the Director should exercise sound discretion 
in recommending approval or disapproval of opening expenses in connection with 
such Completed portions of a project in order that the deposit will not be ex- 
hausted prior to completion of the entire project. In making a recommendation 
to the mortgagee the Director should make it celar that his comments are 
recommendations only and that final approval or disapproval is a matter for 
the discretion of the mortgagee. 

5. Advances To Cover Carrying Charges, Financing Expenses, etc_—The Build- 
ing Loan Agreement in paragraph (7) provides for the advance of mortgage 
funds from the mortgagee to the mortgagor to cover carrying charges, financing 
expenses, etc. The amounts allocated to each item should equal the funds 
allocated to said items in the Project Analysis (FHA Form No. 2264-W). The 
mortgagee should not permit reallocation of these items without the consent of 
the Director nor should the mortgagee advance funds for any one item in excess 
of the amount allocated to such item in the Building Loan Agreement. It is 
possible that in connection with advances for these items the mortgagee may 
communicate with the Insuring Office regarding expenses for a single item in 
excess of the allocation or in connection with a reallocation. The Director will 
not consent to the advance of the mortgage money for any single item in excess 
of the amount allocated for such item unless there is a corresponding reduction 
in the amount of another item. 
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6. Notification to Closing Attorney Regarding Chattels—One of the provisions 
of the Mortgagee's Certificate (Form 2434-W) is that upon completion of the 
project the mortgagee will require a chattel mortgage or similar instrument, ‘if 
necessary, upon any property purchased with mortgage proceeds not clearly 
subject to the lien of the insured mortgage under the laws of the jurisdiction. It 
shall be the duty of the Closing Attorney at closing or shortly thereafter to 
request frém counsel for the mortgagee, an opinion in writing as to wh or 
not such chattel mortgfige is or is not necessary, which opinion he will: ard 
to the Director for-his information and for filing in the Washington Docket. If 
such chattel mortgage is required, the Director, when the project nears com- 
pletion, will request the Closing Attorney to obtain from the mortgagee the 
required chattel mortgage or similar instrument. The request of the Director 
to the Closing Attorney will be accompanied by a list of the movable property, 
such as stoves, refrigerators, water heaters, and furniture and fixtures in the 
nature of venetian blinds, etc., purchased with mortgage proceeds, identifying 
property where possible with serial numbers. It will then be the duty of the 
Closing Atterney to obtain from the mortgagee’s attorney copies of the suitable 
instrument in triplicate (including in the case of a chattel mortgage copy cer- 
tified to by the mortgagee and revealing necessary recording data), retaining 
one for himself and forwarding duplicates (in case of a chattel mortgage, 
certified copy with duplicate copy) to the Director. 

7. Permission To Occupy.—At closing the mortgagor in the Mortgagor’s Cer- 
tificate (I’orm 2433—W) certifies that it will not permit occupancy of any portion 
of thé project prior to céNsent thereto by the Federal Housing Administration. 
Since portions of the project may be ready for occupancy prior to completion of 
the entire project it may be necessary that the mortgagor submit more than one 
request for approval of occupancy. In all cases of receipt of request for approval 
of oecupancy the Director will, prior to granting such approval, ‘require the 
mortgagor to submit satisfactory evidence that the public authorities with juris- 
diction have granted such occupancy permits as may be necessary. Prior to 
granting of occupancy the Director will obtain the recommendation of the Chief 
Underwriter and in the event the Chief Underwriter has no objection to the 
proposed occupancy the Director may consent to such occupancy. 

8. Rental Schedule.—So long as the maximum rents are regulated throughout 
the United States and its possessions by any agency of the United States Gov- 
ernment expressly established for purposes of controlling maximum rents, other 
than the Federal Housing Commissioner, the approval of rent schedules by this 
Administration will not be required. Maximum rentals established by such 
agency or agencies of the United States will be accepted by this Administration 
as the approved rental schedule. Upon the expiration of the authority of any 
such agency of the United States to regulate and fix maximum rentals, and 
where the insured mortgage is in excess of $200,000, the then existing schedule 
in force with respect to the project shall be the approved rental schedule. Upon 
the expiration of such authority and where the insured mortgage is in excess of 
$200,000, provision with regard to the approval of the rental schedule is included 
in the Model Form of Certificate of Incorporation. 


VI. Completion of construction, final advance, and final endorsement of credit 
instrument under form 2482—-W 


Upon the expiration of 30 days following completion of construction (the 30 
days waiting period being provided for in the construction contract and building 
loan agreement in order to provide ample opportunity for the mortgagee to clear 
liens) final consummation of the mortgage insurance transaction and adjust- 
ments in connection therewith arein order. Upon determination that an advance 
of mortgage proceeds constitutes the final advance the Director will be guided by 
the following instructions : 

1. Hazard Insurance.—Immediately prior to execution of Form 2403-W in the 
case of a final advance (see subparagraph 5 hereafter) the Director will ascertain 
from the Chief Underwriter whether during the course of construction any 
changes in drawings and specifications or any appreciable change in the cost of 
construction of the project necessitates a revision of Form 2445-W, prepared 
prior to construction of the project and forwarded to the mortgagee with Form 
2447—W at the time of initial endorsement of the credit instrument. If any such 
change necessitates a revision of Form 2445-W the Director will obtain from the 
Chief Underwriter: revised and corrected copies of this form, reflecting such 
change, and at the time of execution of Form 2403—-W will forward duplicate 
revised copies to the mortgagee with an appropriate letter notifying the mort- 
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gagee to substitute the revised copies (identiiying such revised form by date) 
tor the previous Form 2445—W attached to Form 2447-W forwarded to the.mort- 
gagee at the time of initial endorsement of the credit instrument. If the Direc- 
tor aseertains from the Chief Underwriter that it is not necessary to revise the 
previous Form 2445-W no action on the part of the Director is required with 
respect to hazard insurance. In all cases of revision of Form 2445—-W or corre- 
spondence in connection therewith, the Director will ascertain that duplicate 
copies of the revised form and correspondence in connection therewith are filed 
in the Washington and Duplicate dockets. 

2. Incomplete Onsite Items.—It is desirable prior to approval of a final ad- 
vance of mortgage proceeds that all construction onsite be 100% complete at the 
time of receipt of Form 2403-W. Obviously, however, circumstances may make 
it desirable that approval of a final advance be given prior to 100% completion 
of onsite construction. However, such approval will be given only in cases in 
which minor items of onsite construction are incomplete with the escrowing of 
funds to complete such minor items, as provided for in the Certificate of Mortgage 
Insurance on Form 2403-W and in footnote on Form 2023—-W. For the latter 
form‘see subparagraph 6 hereafter. In addition, approval of a final advance of 
mortgage proceeds under such circumstances will be given only in those cases in 
which onsite construction is substantially complete, including the proper installa- 
tion and connection of all utilities, and is safe for occupancy and in which the 
Chief Underwriter recommends the escrowing of funds to complete minor items 
because immediate completion is inadvisable or impossible, due to weather or 
other conditions beyond control, and when the aggregate estimated cost of com- 
pleting such items does not exceed 1% of the principal amount of the mortgage. 
With respect to all such items, except landscaping which cannot be completed 
because of the season, the amount held in escrow for completion must equal twice 
ihe estimated cost of completion. In the case of landscaping, as mentioned, the 
amount held in escrow must equal not less than the Chief Underwriter’s estimate 
of the cost of completion. Such escrow will be held by the mortgagee or under 
the control of the mortgagee in a satisfactory depository in accordance with the 
terms of “Escrow Deposit Agreement,” Form 2456-W, and the Director will make 
certain that the items to be completed are properly identified by attachment to 
Form 2403—-W. (See subparagraphs 5 and 6 hereafter.) 

3. Incomplete Offsite Facilities——-When a request for approval of a final 
advance is received in a case in which offsite facilities are incomplete a dis- 
tinetion must be made between those cases in which the assurance of instal- 
lation and completion of offsite facilities is in the form of a cash escrow and 
those cases in which such asurance is in the form of a bonded contract or is 
from a public authority or public utility company, and in approving or disap- 
proving the final advance the Director will be guided by the following instruc- 
tions: 

(a) Cash Escrow.—When the completion and installation of offsite facil- 
ities is assured by a cash escrow, and all offsite sewer, water, electrical, and 
gas facilities are completely installed and connected, and other offsite facilities 
such as streets, walks, curbs, and gutters are incomplete but safe and adequate 
facilities for ingress and egress are provided, approval of the final advance 
of mortgage money may be given, but the Director will require that the escrow 
agreement remain in force. The Director, however, in such cases will dili- 
gently pursue the completion of offsite facilities as assured by the escrow. 

(b) Other Forms of Assurance.—In those cases in which the assurance of 
installation and completion of offsite facilities is in the form of a bonded 
contract or from a public authority or public utility company, the final advance 
of mortgage proceeds can not be approved. Instead, the Director will invoke 
the provisions of the building loan agreement and construction contract wherein 
it is provided that the 10-percent holdback will be retained until 100-percent 
completion of offsite facilities. However, in the event offsite utilities are com- 
pletely installed and connected and ingress and egress is provided, as mentioned 
in (a) above, the request for the final advance may be treated as an ordinary 
application for advance of mortgage proceeds and may be approved in an 
amount which when added to previous advances of mortgage proceeds will 
equal 90 percent of the total advances to which the mortgagor will be entitled 
at 100-pereent completion. In such cases the Form 2403-W will not be treated 
as approval of a final advance, nor will the submission of Form 2023-W be 
in order. Instead, following 100-percent completion of all offsite facilities the 
Director will require submission of a new Form 2403-W for approval of the 
final advance and subsequent submission of Form 2023-W. In all such cases 
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of incomplete offsite facilities it is the responsibility of the Director to endeavor 

to obtain completion at the earliest possible time. In any case in which the 

Director feels that tie retention of the entire 10-percent holdbaeck és digpro- 

portionate to the cost of the offsite facilities to be completed, he may forward 

his recommendations for adjustment to the Assistant Commissioner, Rental 
Housing and Property Management. 

4. Chattel Mortgage or Attorney's Certificate—Prior to approval of a final 
advance of mortgage proceeds the Director will ascertain that he has in his 
possession a chattel mortgage or certificate of mortgagee’s attorney in accord- 
ance with V-—6 above. 

5. “Application for Insurance of Advance of Mortgage Proceeds’, Form 

2408-W.—This is the same form employed during the course of construction for 
the advance of mortgage proceeds. It will be noted that the Certificate of 
Mortgage Insurance on this form makes provision for its use in connection 
with the final advance. When the final advance is in order the mortgagee, 
the mortgagor, the contractor, and architect, will execute the completed form, 
and the form will be submitted by the mortgagee in quadruplicate. Upon 
receipt, all copies of the form will be routed to the Chief Wnderwriter, proc- 
essed, and submitted.to the Director, all as provided in V-—2 abeve. “Upon 
ascertaining that the advance constitutes a final advance of mortgage proceeds 
the Director will determine whether (a) any items of onsite construction are 
incomplete, (b) any offsite facilities are incomplete, (¢) whether revisions are 
required in connection with hazard insurance and (d) whether he has neces- 
sary chattel mortgage or certificate of mortgagee’s attorney, all as hereinabove 
required, and the Director will be guided accordingly. If no items of onsite 
construction are incomplete there will be typed into the Certificate of Mortgage 
Insurance on Form 2403—W in the space provided for the amount of the escrow 
deposit the word “None”. If items of onsite construction are incomplete and 
an escrow deposit (in accordance with subparagraph 2 above) is in order, 
there will be attached to Form 2403—W an itemized list of incomplete items and 
there will be typed into the Certificate of Mortgage Insurance on Form 2403—-W 
in the space provided the amount of the escrow deposit, required for comple- 
tion of incomplete items. Form 2403-W contemplates that in connection with 
the final advance it will be executed by the Director prior to receipt of the 
original credit instrument for endorsement. Therefore, following execution 
of Form 2403—W in connection with a final advance the Director will forward 
the executed original of such form to the mortgagee, with necessary attach- 
ments listing incomplete items, if any, and forward executed copies to both 
the*"Washingten-en® Duplicate Dockets, and one*copy to the Chi@f Underwriter 
for use of the Mortgage Credit Section. (It should be noted that it is then 
the responsibility of the mortgagee to submit, in accordance with the Certificate 
of Mortgage Insurance, a completed Form 2023-W, “Request for Final Endorse- 
ment of the Credit Instrument”, together with the credit instrument and any 
necessary escrow deposit agreement. (See subparagraph 6 hereafter.)) The 
Certificate of Mortgage Insurance on Form 2403—W is so qualified as to require 
this action of the mortgagee but it is desirable that the Director in forwarding 
the completed form to the mortgagee call to the mortgagee’s attention such 
additional submissions as are required of the mortgagee. Forward to the 
Mortgagee copies of FHA Forms 2023-W and 2456-W when necessary. 

6. “Application for Final Endorsement cf Credit Instrument”, Form 2023—-W.— 
This form, completed and executed by the mortgagee and mortgagor, must be 
submitted by the mortgagee in duplicate, together with the original credit instru- 
ment, and duplicated: executed copies of “Escrow Deposit Agreement”, Form 
2456-W, if required, subsequent to receipt by the mortgagee of approval of a 
final advance of mortgage proceeds on Form 2403-W. The receipt of Form 
2023—-W and final endorsement of the credit instrument will be in order at such 
time as the Director is prepared to endorse the credit instrument finally in an 
amount equal to the full amount of all advances to which the mortgagor will be 
entitled. If an escrow is required for the completion of incomplete items, the 
Director will require that duplicate executed copies of such escrow be submitted 
on Form 2456-W. The establishment of the time required for completion of 
incomplete items and the completion and consummation of such escrow agree- 
ment at the time of final endorsement of the credit instrument is the responsibil- 
ity of the Director, who may call upon the Closing Attorney for advice. Follow- 
ing receipt of properly executed Form 2023-W (and Form 2456-W, if required 
in connection therewith) final endorsement of the credit instrument will be in 
order. The date of final endorsement of the credit instrument will be the date 
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the Director or his agent affixes his signature to the credit instrument. The 
original of Form 2023—W is to be filed in the Duplicate docket and one copy in 
the Washington docket. Executed copies of Form 2456—-W, if any, will be filed 
in the Washington and Duplicate dockets. 

7. Cash Working Capital.—Upon final endorsement of the credit instrument it 
will be in order for the Director to recommend, if requested, a disbursement to 
the mortgagor of the entire balance of working capital remaining in the hands 
of the mortgagee not allocated to accruals under the mortgage. 

8. Assurance of Completion—Upon final endorsement of the credit instrument 
eonsideration must be given to the type of assurance of completion of construc- 
tion which was provided at closing. The general conditions of the construction 
contract, contain a provision guaranteeing against latent defects and faulty work- 
manship and material for one year from date of completion. The date of com- 
pletion for this purpose is determined by the date upon which all items of con- 
struction called for in the drawings and specifications are completed and the 
mortgagor makes final payment to the contractor. Defects in material and faulty 
workmanship discovered within one year following such date are covered by the 
contractor’s guarantee. It is necessary, therefore, that no representative of 
the Federal Housing Administration take any action which might jeopardize this 
guarantee and the Director will be guided by the following instructions: 

(a) In eases where the insured mortgage is in excess of $200,000 and when 
the assurance of completion is in escrow of cash or securities the Director will 
agree following final endorsement of the credit instrument to a release of all 
escrow funds except an amount equal of 24% percent of the total amount of the 
construction contract, the retained percentage being provided for in the escrow 
agreement and being for the purpose of guaranteeing against latent defects and 
faulty workmanship and material discovered within the one-year guarantee 
yeriod. 

In cases where the insured mortgage is not in excess of $200,000, the entire 
escrow deposit will be returned to the depositor upon completion. 

(b) In cases in which the construction contract has been guaranteed by a per- 
formance bond no action is required. It is not unusual, however, for a surety 
to request from the Administration a statement as to whether a particular project 
has been completed and accepted, and in some instances sureties request a release 
of obligations evidenced by their bonds. These requests are usually in the form of 
letters asking for information as to (1) cash payments to the contractor to date, 
(2) earned retainage withheld to date, (3) whether the work has been completed 
and accepted, (4) what claims, assignments or liens have been filed, (5) the 
period of maintenance required after completion, and (6) the final contract price. 
Since the Administration is not a signatory to the contract guaranteed by the 
bond, Directors must exercise caution in replying to such requests and should 
refrain from indicating acceptability or nonacceptability of construction or com- 
pliance with drawings and specifications. Under no circumstances should the 
Administration consent to release of any surety. All bonds required by the 
Administration contain automatic expirations. Therefore, upon receipt of 
requests of this nature where there is no escrow for incomplete items, the Director 
will merely notify the surety of the date upon which the Administration approved 
for mortgage insurance the final disbursement of the proceeds of the mortgage. 
Where there is such an escrow the Director will advise the surety of the date upon 
which the entire escrow was released. In the event final advance of mortgage 
proceeds has not been approved or the escrow not released, an answer to that 
effect will suffice. 

VII. Disposition of dockets under form 2432—-W 

Immediately upon final endorsement of credit instrument (regardless of 
whether any funds are escrowed) the Director will require the preparation of 
a permanent binder to be known as the Washington Docket. The material 
mentioned in subparagraph 1 hereafter will be obtained from the Washington 
and Duplicate Dockets, as may be necessary, and the material not to be included 
in the Washington Docket or otherwise transmitted to Washington will be 
retained in the Insuring Office as provided in subparagraph 4 hereafter. (Each 
Section 608 case requires individual preparation of the amortization schedule 
by the Comptroller’s office and also requires calculations in adjusting the mort- 
gage insurance premiums. The Comptroller’s office is unable to prepare the 
amortization schedule or calculate the adjusted premium prior to receipt of the 
Washington Docket. Delays in handling these matters result in misunderstand- 
ing on the part of the mortgagees. It is, therefore, essential that the preparation 
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and forwarding of the Washington Docket as hereinafter required be expedited.) 
1. Contents of the Washington Docket.—The following papers will be filed, 

one each, in the order indicated, the application on the bottom. 
Application Section : 

Application for Mortgage Insurance, Form 2013-W. (0) 

Mortgagor’s Certification of Occupancy Preference, Form 2013e. (0) 

Project Income Analysis and Appraisal, Form 2264-W. (C) 

Commitment for Insurance, Form 2482-W. (C) 

Assignment of Commitment and Acceptance, if any. (O) 

Applications for Insurance of Advance of Mortgage Proceeds, Form 2403—W. 

(EC) 

Application for Final Endorsement of Credit Instrument, Form 2023-W. (0) 
Contract Section: 

Building Loan Agreement, Form 2441-W. (EC) 

Architect’s Agreement. (EC) 

Building Permits. (C) 

Construction Contract, Form 2442-W. (BC) 

Bond (A. I. A. form of FHA Form 2452) (DO) 


or 
Completion Assurance Agreement, Form 2450-W. (BC) 
Escrow Agreement for Offsite Facilities, Form 2446-W, if any, (EC) 
or 
Assurance from Public Authorities or Public Utility Companies for Installa- 
tion of Offsite Facilities, if any, (EC) 


or 
Contract for Installation of Offsite Facilities, (EC) 
and 
Bond for such contract, if any. (DO) 
Collateral Agreement, if any. (EC) 
Escrow Deposit Agreement, Form 2456-W, if any. (BC) 
Title Section : 
Title Evidence, as accepted at closing. (DO) 
Certified Survey of Property, (Survey with Form 2457-W attached.) (0) 
Zoning Ordinances, if any. (C) 
Mortgage Section; 
Mortgage Bond or Note. (FHA Form.) (The above item must be a 
conformed copy as finally endorsed.) (C) 
Mortgage or Deed of Trust. (FHA Form.) (C) 
Mortgagee’s Certificate, Form 2434-W. (0) 
Mortgagor’s Certificate, Form 2433-W. (0) 
Hazard Insurance Schedule, Form 2445-W (with any correspondence 
regarding same). (C) 
Hazard Insurance Requirements, Form 2447-W. (EC) 
Chattel Mortgage (CC) 


or 
Certificate of Mortgagee’s Attorney. (O) 
Comprehensive Attorney’s Opinion. (0O) 
Corporation Section: 
Certificate of Incorporation of Mortgagor. (CC) 
Bylaws of Mortgagor Corporation. (OC) 
Stock Supbscription Agreements. (CC) 
Minutes of Meetings, Organization, etc., of Directors and Shareholders of 
Mortgagor. (CC) 

(C=Copy. CC=Certified Copy. DO=Duplicate Original, EC=Executed Copy. O= 
Original.) 

(a) Following assembly of material in the Washington Docket as above 
provided and immediately prior to transmission of the Docket as required in sub- 
paragraph 3 hereafter there will be inserted (original and duplicate executed 
copies of) “Requisition for Amortization Schedule”, Form 2409-W, the data in 
such form to be obtained directly from the copy of the note and mortgage. Form 
2409-W is for the use of the Comptroller upon receipt of the Washington 
Docket. 

2. Material not included in the Washington Docket.—It will be noted that in 
subparagraph 1 above no reference has been made to (@) master set of drawings 
and specifications, (b) preferred stock certificate or other evidence of beneficial 
interest. These documents are disposed of as follows: 
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(a) Master Set of Drawings and Specifications and copies of all approved 
changes: To be retained in the Insuring Office until expiration of the one year 
guarantee period under the construction contract, when they will be fina 
reviewed for completeness and certification as required in transmittal letter 
No. 102400 after which each set of plans, specifications and change orders is 
to be tightly rolled as a unit with the plans on the outside and securely tied with 
twine (Heavy India Finished—21 T 648) at each end; the gummed label No. 
101386 must be prepared by indicating the year completed, Section of the Act 
as well as the FHA Project serial number and affixed io the end of the roll. 
The project name and serial number shall also be written or printed in crayon 
on the outside of the roll. Transmittal Letter No. 102400 is to be signed in 
triplicate by the Director and enclosed in an envelope which will be securely 
attached to the outside of the roll with Scotch tape and thereafter forwarded to 
the Director of Administrative Services Division, Attention: Files and Records 
Unit, 1001 Vermont Avenue NW., Washington 25, D. ©. 

(b) Preferred stock certificate or other evidence of beneficial interest: This 
will have been previously forwarded with executed voucher in accordance with 
1V-10 above. 

8. Mailing of Washington Docket.—Immediately following preparation of the 
Washington Docket it will be forwarded to the Closing Attorney with jurisdiction 
(iy registered mail, if mailed). It will be the duty of the Closing Attorney to 
eheck the Docket to determine that it contains the instruments to be included 
therein in accordance with subparagraph 1 above and to determine that such 
instruments are in proper legal form. Upon determination that the Docket 
contains all required instruments and that said instruments are in proper form 
the Closing Attorney will insert in the Docket his certificate stating that he has 
checked the Docket and that it complies with that paragraph. One copy of 
such certificate will be forwarded immediately to the Chief Counsel, Rental 
Housing, Washington. The Attorney will then forward the Docket by regis- 
tered mail to the Comptroller, Federal Housing Administration, Washington 25, 
D. C., Attention: Project Audit Section, with a suitable letter of transmittal, 
one copy of which letter shall be sent to the Insuring Office from which the 
Docket was received and one copy to the Assistant Commissioner, Rental 
Housing and Property Management. The Comptroller’s office will be responsi- 
ble for recordation and safekeeping. 

4. Material to be Retained in the Insuring Offiee—All remaining original and 
duplicate material, underwriting and processing forms, correspondence, etc., 
remaining in the Insuring Office following preparation of the Washington Docket 
will be retained in the Insuring Office in a binder to be known as the Field 
Office Docket. The contents of the Field Office Docket are to remain in chrono- 
logical order. Correspondence may be fastened to the left hand side of the 
binder. When a project is of such size as to make arrangement in one binder 
bulky, auxiliary binders will be made but in the event of use of auxiliary binders, 
the binders will be designated No. 1, No. 2, No. 3, ete., and the No. 1 binder 
should indicate the total number of binders. None of these binders or their con- 
tents may be destroyed prior to termination of mortgage insurance, nor recom- 
mendation be made to the National Archives for their destruction without prior 
approval having been obtained from the Assistant Commissioner, Rental Housing 
and Property Management. 


COMMITMENT TO INSURE UPON COMPLETION 


VIII, Issuance of a “Commitment to Insure Upon Completion”, Form 2453-W 


Involves no change whatever in procedure in receiving an application for in- 
surance as provided for in Part 1 above, including collection of a commitment 
fee. Where the Application for Mortgage Insurance, Form 2013-W, indicates 
that a Commitment to Insure Upon Completion is desired, Form 2453-—W shall be 
used and distributed as hereinafter provided. 

1, Commencement of Construction.—In cases involving “Commitment to In- 
sure Upon Completion” construction must not commence until execution by all 
parties of Form 2453-W. The Director shall make immediate arrangement for 
inspection of construction of the project. 

2. Drawings and Specifications—Under no circumstances will a commitment 
be issued on Form 2453-W until the Director has received for retention in his 
office a master set of the applicable drawings and specifications, complete in all 
respects for all onsite construction, and one duplicate set and one linen set of 
such drawings and specifications as required in Paragraph 1 (a) of Form 
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2453-W. The master set of such drawings and specifications must be identified 
on each page thereof and initialed on the reverse side of each page by authorized 
representatives of the mortgagor, the mortgagee, the architect, and the Commis- 
sioner. (Identification for the Commissioner will be evidenced by signature 
of the Chief Architect.) Prior to acceptance of such drawings and specifications 
as complete the Director will determine that the specifications contain the 
“American Institute of Architects General Conditions of the Contract” and re- 
quired “Supplemental General Conditions”. The Director must also determine 
through the Chief Underwriter that construction of the project will involve no 
violations of the applicable zoning laws and regulations. 

3. Title—The Administration will not approve title upon issuance of Form 
2453-W. Paragraph 3 of the Form requires clear title at the time of endorse- 
ment of the credit instrument for mortgage insurance, and such endorsement 
will not take place until the project is completed and the entire mortgage money 
advanced. If, however, the mortgagee requests assurances with respect to any 
questions arising in connection with title, the mortgagee must submit to the 
Director a preliminary title report showing all exceptions then existing. The 
Director will forward such preliminary report to the Closing Attorney with 
jurisdiction, who will notify the Director of the exceptions which must be 
removed before the basic title will be considered eligible for mortgage insurance, 
and the Director in turn will so notify the mortgagee. 

4. “Commitment to Insure Upon Completion’, Form 2453-W-—This form is 
largely self-explanatory, and the Director will be guided by the following 
instructions: 

(a) The name and address of the mortgagee, the project number, and the 
name and address of the mortgagor will be inserted at the head of the form in 
spaces provided. 

(b) In the first paragraph of the form will be inserted the name of the pro- 
posed mortgagor, the amount of the mortgage to be insured, the location of the 
project, the name of the architect, and the exact title of drawings and specifi- 
eations for onsite improvements as revealed by the master set of such drawings 
and specifications. 

(c) In Condition 2 there will be inserted the inspection fee which will be an 
amount equal to one-half of 1% of the face amount of the mortgage to be insured. 

(d) In Condition 4 in the spaces provided will be inserted : 

(1) The interest rate as revealed in Item 2 (b) of the applicable Form 
2438-W. 

(2) The number of monthly payments to principal and interest and the 
amount of the level annuity or declining annuity payment, as the case re- 
quires. (See II-3-c—above.) 

(e) In Condition 6, where the insured mortgage is in excess of $200,000, in 
the space provided, will be inserted the total annual requirement for replace- 
ments as determined from Page 1 of Form 2264-W. 

(f) In Condition 14 will be inserted the number of days subsequent to issuance 
of the commitment in which construction must commence and the number of 
months in which the commitment will expire. In cases of this nature construc- 
tion should commence in not more than 15 days after the date of the commitment, 
but in no event shall such period exceed 30 days, The number of months in 
which the commitment will expire is a matter for determination by the Director 
who will determine the period by estimating the length of time required for 
completion of construction and for expiration of the applicable lien period 
following construction. In cases involving mortgages not in excess of $200,000 
the expiration period of the commitment shall not exceed 11 months and in 
cases involving mortgages in excess of $200,000 such period shall not exceed 17 
months. 

Within these limitations the Director will bear in mind the recommendation 
of the Chief Underwriter and will endeavor to establish a date which will give 
the mortgagor sufficient time to complete the project and obtain occupancy. 

(g) “Special Conditions” Subsection (a) will be completed as outlined in 
Part IJ-10 above. Under “Special Conditions” (as subsections (b), (e), (d), 
ete.,) will be inserted as conditions of the commitment any specific conditions, 
such as planning requirements and offsite improvements and other requirements 
not covered by the commitment, as revealed in the applicable Forms 2438-W 
and 2411—W or as recommended by the Chief Underwriter, or as determined by 
the Director. In the case of requirements for offsite facilities the requirements 
should be in sufficient detail to avoid any misunderstanding as to their exact 
nature. In the event that drawings and specifications are necessary for offsite 








wwewrefteseTre Sel wre afi 


ce 
of 
iC- 
it, 
in 
or 
or 
od 


in 
17 


on 
ve 


in 
l ) ’ 
as, 
its 
-W 
by 
its 
uct 
ite 





HOUSING ACT OF 1954 2017 


requirements they should be properly identified under “Specific Conditions.” 
In the event space provided on the commitment for these conditions is not 
sufficient there will be attached and stapled to the commitment as “Exhibit B” 
a description of all requirements. 

(h) There will be attached and stapled to the commitment in all cases, to be 
identified as “Exhibit A,” a survey or plat and legal description of the property 
to be included under the insured mortgage. 

(i) Upon preparation of the commitment in accordance with the above the 
Director will execute it at the point provided for his signature and will date the 
commitment as of the date of actual issuance. 

(j) At the time of issuance of the commitment the terms thereof must have 
been acknowledged and agreed to by the mortgagor and mortgagee, such acknow- 
ledgement and agreement to be evidenced by appropriate signatures of their 
authorized representatives at the point provided for such signatures on the last 
page of the form. Prior to his signing the commitment the Director may, if 
necessary, mail five copies of the commitment to the mortgagee for execution 
by the mortgagee and mortgagor. Retain one copy for the office files. The 
mortgagee on proper execution will return all copies for the Director’s signa- 
ture. Distribution will then be as outlined below. 

(k) Form 2453-W will be prepared in sextuple and will be distributed as 
follows: 

(1) Original and one copy to Mortgagee, together with copy of Form 

2264—W and Form 2419-W. 

(2) One copy to the Closing Attorney, together with copy of Form 2264-W. 
(3) One copy to the Assistant Commissioner, Rental Housing and Prop- 
erty Management, together with copy of Form 2264—-W and Form 2419-W. 
(4) One copy to Washington Docket. (Executed by the Mortgagor and 

Mortgagee. ) 

(5) One copy to Duplicate Docket. (Executed by the Mortgagor and 

Mortgagee. ) 

Note: FHA Form 2419-—W will be forwarded in accordance with (1) and 

(3) above only when the mortgage is in excess of $200,000. 

. No revision of Form 2453-W without prior approval.—Subsequent to issu- 
ents of Form 2453-W, and execution thereof by the mortgagor and mortgagee, 
no revision of the terms and conditions of the commitment that will result in 
an increase in the original amount of the mortgage to be insured will be per- 
mitted without prior approval of the Assistant Commissioner, Rental Housing 
and Property Management. 

6. No extension of expiration date on Form 2458—W without prior approval.— 
A Commitment to Insure Upon Completion represents a firm contract to which 
the Administration is a party and in which the Administration is interested in 
fixed legal obligations. Therefore, if during the course of construction it be- 
comes necessary to extend the expiration date of the commitment the request 
of the mortgagee for such extension, along with the comments and recommenda- 
tions of the Director, shall be forwared to the Zone Commissioner with juris- 
diction for transmittal to the Assistant Commissioner, Rental Housing and Prop- 
erty Management, for decision. 


IX. Construction period under Form 2453-W 


Construction must not commence in cases involving a “Commitment to Insure 
Upon Completion” prior to issuance of Form 2453-W. Construction will start 
thereafter within the time limit provided for in the Commitment. During the 
eourse of construction no advance of mortgage proceeds will be insured by FHA. 
However, changes may be involved, in accordance with Paragraph 1 (b) of Form 
2453-—W, the mortgagor may request permission for occupancy, and the mortgagee 
must be advised of permanent hazard insurance requirements. With respect to 
these matters the Director will be guided by the following: 

1. Changes.—Procedure for changes will be the same as provided for in V-3 
above, except that the Director will have no responsibility to determine that 
funds are available for increased cost or with respect to notifying the bonding 
company of changes. Obviously, however, if the Director feels that a change 
will result in an increase in cost which the mortgagor may not be able to defray 
he should call the matter to the attention of the mortgagee, since at the time 
of initial-final endorsement of the credit instrument the mortgagor must not 
have outstanding any obligations in connection with construction other than 
the insured mortgage and the mortgagee is interested in having the property 
free of liens. 
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2. Permission to Occupy.—The mortgagor is required to obtain the consent 
of the Federal Housing Administration prior to permitting occupancy in order 
that the Federal Housing Administration may have ample opportunity to inspect 
the project prior to occupancy and thus avoid inconvenience to both the Federal 
Housing Administration and the tenants. Since portions of the project may 
be ready for occupancy prior to completion of the entire project it may be 
necessary that the mortgagor submit more than one request for permission to 
occupy. The Director will also notify the Chief Underwriter of receipt of request 
for permission to occupy in order that necessary inspections may be made 
prior to occupancy. Upon receipt of information from the Chief Underwriter 
that there are no objections to such occupancy the Director may consent to such 
occupancy. At this time it is necessary for the Director to require submission 
to him of evidence that public authorities with jurisdiction have granted such 
occupancy permits as may be necessary. 

3. Rental Schedule.—So long as the maximum rents are regulated throughout 
the United States and its possessions by any agency of the United States Gov- 
ernment expressly established for purposes of controlling maximum rents, other 
than the Federal Housing Commissioner, the approval of rent schedules by this 
Administration will not be required. Maximum rentals established by such 
agency or agencies of the United States will be accepted by this Administration 
as the approved rental schedule. Upon the expiration of the authority of any 
such agency of the United States to regulate and fix maximum rentals, and 
where the insured mortgage is in excess of $200,000, the then existing schedule 
in force with respect to the project shall be the approved rental schedule. 
Upon the expiration of such authority and where the insured mortgage is in 
excess of $200,000, provision with regard to the approval of the rental schedule 
is included in the Model Form of Certificate of Incorporation. 

4. Hazard Insurance Requirements.—When construction onsite is 80 percent 
complete, and in any event prior to initial-final endorsement of the credit instru- 
ment, the Director will obtain from the Chief Underwriter in quadruplicate the 
completed and applicable Form 2445-W, “Hazard Insurance Schedule.” In 
obtaining such hazard insurance schedule the Director will escertain from the 
Chief Underwriter that such schedule at that time correctly reveals the insurable 
value of the completed project, reflecting any changes in cost occurring subse- 
quent to the issuance of the commitment. The Director will then prepare in 
quadruplicate Form 2454-W, “Hazard Insurance Requirements Upon Comple- 
tion of Project,” and handle as follows: 

(a) The form will be dated as of the date of its preparation. 

(b) The name and address of the mortgagee, the project number, project name 
and location will be inserted at the top of the form in the spaces provided. 

(c) In Paragraph 1, in the space provided, will be inserted the date of the 
applicable Form 2453-W. 

(d) In Paragraph 3, in the space provided, will be inserted the date of the 
applicable Form 2445—W, as revealed at the bottom of such form. 

(€) Following preparation of Form 2454-W, as above provided, there will be 
stapled to each copy of the form a copy of the applicable Form 2445-W. The 
Director will then execute Form 2454—W in the space provided for signature and 
forward the original and one copy, together with attachments, to the mort- 
gagee. The remaining copies, executed, will be filed one each in the Washington 
and Duplicate Dockets. In the event of any revision or correspondence regarding 
Forms 2454-W and 2445-W the Director will make certain that copies of such 
correspondence or revisions are filed in the Washington and Duplicate Dockets. 


X. Closing under Form 24538-W 


The use of Form 2453-W eliminates the necessity for participation by the Ad- 
ministration in a formal closing prior to commencement of construction. Closing 
will occur following completion of construction. In most cases it will not be 
necessary for the Closing Attorney to be present at the time of the endorse- 
ment of the credit instrument for insurance. Approximately thirty days prior 
to the time that the project will be completed, the Director will forward to 
the Closing Attorney a copy of the Project Analysis (Form No. 2264-W) and 
Information for Closing Attorney (Form No, 2443-W) completely filled in. The 
Closing Attorney will contact the attorneys for the mortgagor and the mortgagee 
instructing them as to how the necessary papers will be made out and requesting 
them to send them to him for review and correction. When these instruments 
are in proper form, the Closing Attorney will forward one copy of each to 
the Director with a certification that the credit instrument may be endorsed for 
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insurance upon the execution of the closing papers in the form approved by him. 
In the event some unforeseen legal difficulty should arise at the time of the en- 
dorsement of the credit instrument the Director may telephone the Closing 
Attorney and if the question cannot be disposed of by telephone, he should 
adjourn the closing until the attorney can be present and resolve the difficulty. 
In unusual cases where the Director has reason to believe that complications 
may develop with respect to the closing, he should request the Closing Attorney 
to be personally present at the closing giving him ample notice to make arrange- 
ments to be present. Hereafter is a description of the steps involved in closing 
with instructions as to the responsibility of the Director with respect thereto. 

1. Request for Endorsement of Credit Instrument—Certificate of Mortgagee 
and Mortgagor, Form 2455-W.—Upon completion of the project and at such time, 
within the term of the commitment, as the mortgagee desires, endorsement of the 
eredit instrument for mortgage insurance, Form 2455-W, must be executed by 
the mortgagor, the mortgagee, and the contractor, and must be submitted by the 
mortgagee in duplicate accompanied by the original credit instrument. The form 
is largely self-explanatory. However, upon receipt of an executed Form 2455-W 
the Director must determine whether closing is in order, and the Director will be 
guided by the instructions set forth hereafter. 

2. Hazard Insurance Requirements——The Director will make certain that 
hazard insurance requirements have been forwarded the mortgagee in accord- 
ance with [X-4 above. If such notice of requirements has not been given the 
Director will immediately prepare Form 2454—W in accordance with [X—4 and 
will notify the mortgagee of such requirements in advance of initial-final in- 
dorsement of the credit instrument. 

8. Adjustment in Mortgage Amount.—(a) Cases in which a mortgage in form 
required by the Federal Housing Administration for a principal sum equal to 
the amount of the commitment has been placed of record prior to closing: 
These cases may involve an increase or decrease in the amount of the mortgage 
to be insured. If an increase, the mortgage and credit instrument will have to be 
modified so as to coiucide with the exact amount (in multiples of $100) insured. 
If it appears that an increase will be necessary, the matter should be referred 
by the Director to the Assistant Commissioner, Rental Housing and Property 
Management, so he can see that the proper legal steps are taken. A minor de- 
crease in the amount to be insured will be reflected in the initial-final endorse- 
ment for mortgage insurance and the exact amount of mortgage principal ad- 
vanced and insured will appear in the endorsement on the credit instrument. 
No change will be made in the terms or conditions of the mortgage instruments. 
If it appears that a major decrease of over $1,000 will be necessary, a modifica- 
tion of the mortgage may be in order and the matter should be referred with 
recommendations to the Assistant Commissioner, Rental Housing and Property 
Management. In all cases the amortization schedule prepared by the Comp- 
troller will reflect the transaction as finally consumated. 

(b) Cases in which the project is completed and a mortgage in form satis- 
factory to the Federal Housing Administration is to be placed of record at 
closing: In these cases, since a mortgage in form satisfactory to the Federal 
Housing Administration is yet to be placed of record, the stated principal amount 
of the mortgage will be made to coincide exactly with the amount which is to be 
approved for mortgage insurance and the required payments to principal and 
interest will be adjusted accordingly. 

4. Guarantee against latent defects and faulty workmanship.—Form 2453-W, 
Paragraph 13, provides that where the insured mortgage is in excess of $200,000, 
prior to endorsement of the credit instrument the mortgagor will furnish satis- 
factory evidence that the work of the contractor is covered by a guarantee, 
running for a period of at least one year, against latent defects and faulty work- 
manship and defective materials, which guarantee will be assured by a surety 
bond, or retention in escrow of mortgage funds in an amount equal to 2% 
percent of the face amount of the mortgage. It is the duty of the Director 
prior to endorsement of the credit instrument to determine that such assistance 
is provided, and the Director will be guided by the following instructions: 

(a) In case a surety bond is provided such bond must be either (1) in Ameri- 
can Institute of Architects standard construction form or (2) on Federal Hous- 
ing Administration Form 2452, or (3) a special bond, the legal adequacy of. which 
is the responsibility of the Closing Attorney, guaranteeing specifically against 
latent defects, faulty workmanship and material. All bonds must be for an 
amount not less than 10 percent of the construction cost, as estimated by the 
Federal Housing Administration. All bonds must include the mortgagee as an 
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obligee and in addition must be assignable to the Commissioner, and the mort- 
gagor’s interest in such bond must be assigned to the Commissiner prior to en- 
dorsement of the credit instrument. The surety and amount of the bond is the 
responsibility of the Director and the form and legal adequacy of the bond is 
the responsibility of the Closing Attorney. 

(b) In the event no bond is provided the Director will require that 2% 
percent of the face amount of the mortgage be retained in escrow by the mort- 
gagee for a period of one year to assure correction of latent defects, faulty 
material and workmanship. No Federal Housing Administration form of escrow 
is required in this instance. Form 2455-W, Paragraph 4 (b), contains a repre- 
sentation from the mortgagee that it has retained this 24% percent in such cases, 
and the responsibility for the proper handling of such escrow is that of the 
mortgagee. 

5. Title Bvidence.—Title evidence to be provided by the mortgagee at closing 
under Form 2453—W will be the same as provided for in IV-4 above, such evidence 
to be continued to the date of endorsement of the credit instrument or recorda- 
tion of the mortgage, whichever is later, and the Director and Closing Attorney 
will be guided accordingly. 

6. Unpaid Obligations.—Form 2453-W provides that the mortgagor shall fur- 
nish at closing satisfactory evidence that there exists no unpaid obligations in 
connection with the mortgage transaction, the purchase of the mortgaged prop- 
erty, or the construction of the improvements, except obiigations secured by 
property or collateral owned by the mortgagor independently of the mortgaged 
property. Form 2455-W contains a representation by the mortgagor that there 
do not exist such unpaid obligations. If the Director has any reason to believe 
that the certificate of the mortgagor in this respect is incorrect, he will require 
submission of such additional evidence as in his opinion is necessary and, in the 
event of discovery of unpaid obligations contrary to the representation of the 
mortgagor, the Director will withhold endorsement of the credit instrument until 
such obligations are liquidated or until he is provided with evidence satisfactory 
to him that such obligations are secured with adaquate collateral owned by the 
mortgagor independently of the mortgaged property. 

7. Incomplete Onsite Construction.—The requirements with respect to com- 
pletion of onsite construction will be the same as provided for in VI-2 above, 
in that the Director will require an escrow under the terms of Form 2456—-W to 
assure completion of onsite construction and such escrow will be acceptable only 
under the conditions mentioned in VI-2 above. 

8. Incomplete Offsite Facilities—All offsite sewer, water, electric, and gas 
facilities must be completely installed and properly connected. Other offsite 
facilities, such as streets, walks, curbs, and gutters may be incomplete but neces- 
sary facilities for ingress and egress must be adequate and safe. In all cases 
involving such incomplete facilities the certifications of completion will be ac- 
cepted only if there is presented with the certifications assurances satisfactory 
to the Director that the incomplete facilities will be completed within a reason- 
able time after endorsement of the credit instrument. Such assurances shall 
be (@) assurance from the proper pubiic authority or public utility company, as 
the case may be, that such public authority or public utility company will com- 
plete the facilities without cost to the mortgagor, or (b) a cash escrow held by 
or placed under the control of the mortgagee in an amount equal to the Federal 
Housing Administration estimate of the cost of completion of such incomplete 
facilities. The terms of the escrow, if accepted, must provide that the funds 
cannot be released to the mortgagor except upon completion of the facilities to 
the satisfaction of the Federal Housing Administration. It must further pro- 
vide that the mortgagee has the right to expend the funds to the extent available 
for compleion of such facilities or to apply such funds to reduction of the princi- 
pal amount of the insured mortgage by application of the funds to the last 
maturing installments of principal upon receipt from the Federal Housing Ad- 
ministration of notice to do so at such time as in the opinion of the Federal 
Housing Administration completion of the facilities is being unreasonably de- 
layed. The adequacy of the assurances from the public authority is the responsi- 
bility of the Director, but such assurances must be in writing in form acceptable 
to the Closing Attorney. The amount of any escrow for assurances of comple- 
tion of incomplete offsite facilities is the responsibility of the Director ; the form 
and legal adequacy of any such escrow agreement is the responsibility of the 
Closing Attorney. 

9. Building Permits and Public Approval.—Form 2453-W requires submission 
prior to endorsement of the credit instrument of written evidence that the build- 
ings, including wiring, plumbing, gas, and other appliances therein, have been in- 
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spected and approved by all departments, boards, and agencies of the municipal- 
ity, county or state or other government bureaus or departments having juris- 
diction thereof and by the Board of Fire Underwirters or any bureau or body 
performing similar functions. At closing all such necessary evidence must be 
submitted. The sufficiency of such evidence is the responsibility of the Director. 
It having been determined prior to issuance of Form 2453-W that the proposed 
project will not violate zoning laws or regulations (see VIII-2 above), it will not 
be necessary that further evidence of compliance with zoning laws and regula- 
tions be submitted, unless prior to endorsement of the credit instrument there 
have arisen questions in connection with zoning laws or regulations or litigation 
in connection therewith, in which event the Director will require submission of 
such additional evidence as in his opinon may be necessary that no volations of 
zoning laws or regulations are involved. 

10, Special Conditions —At closing the Director must ascertain prior to initial- 
final endorsement of the credit instrument that all special conditions of Form 
2453-W have been complied with fully, and executed duplicate copies of any 
documents in connection therewith must be submitted by the mortgagor at clos- 
ing. The responsibility for compliance with the special conditions is that of 
the Direetor. The legal adequacy of documents in connection therewith is the 
responsibility of the Closing Attorney. In addition, if any collateral agreements 
are necessary with respect to any unusual conditions encountered at closing, exe- 
cuted duplicate copies of any documents in connection therewith must be sub- 
mitted by the mortgagor. The propriety of such documents is the responsibility 
of the Director. The legal adequacy of such documents is the responsibility 
of the Closing Attorney. 

11. Credit Instrument.—The credit instrument will be on Federal Housing Ad- 
ministration printed form. The acceptability and proper execution of the credit 
instrument is the responsibility of the Closing Attorney. 

12. Mortgage.—The mortgage will be on the Federal Housing Administration 
printed form, and requirements with respect thereto will be as provided in IV-3 
above. The acceptability and proper execution of the mortgage is the responsi- 
bility of the Closing Attorney. (See IV-3 above.) 

13. Chattel Mortgage or Attorney's Certificate.—At closing there must be ob- 
tained a chattel mortgage or similar instrument on all movable property pur- 
chased with mortgage proceeds or the certificate of the mortgagee’s attorney 
that such property is covered by the lien of the insured mortgage. The furnishing 
of information to the Closing Attorney as to movable property purchased with 
mortgage proceeds is the responsibility of the Director. The legal adequacy of 
the instrument or opinion accepted is that of the Closing Attorney. 

14. Certificate of Incorporation of Mortgagor.—Where the insured mortgage 
is in excess of $200,000 the requirements for the certificate of incorporation 
of the mortgagor in cases closed under Form 2453—-W will be the same as in 
the case in which mortgage proceeds are advanced during the course of con- 
struction. (See IV-6 above.) 

15. “Survey Instructions and Certificate,” Form 2457-W.—The requirements 
for a survey and certificate will be the same as outlined in 1V-5 above. The 
survey shall include the exact location of buildings, water, sewer, gas and electric 
mains, and all easements. 

16. Minutes of Meetings of Stockholders and Directors of Mortgagor.—The 
requirements for submission of minutes of meetings of corporate bodies will be 
the same as provided for in IV-7 above. 

17. Bylaws of Mortgagor Corporations—The requirements respecting the 
bylaws of the mortgagor will be the same as provided for in I1V-—8 above. 

18. Stock Subscription Agreements.—The requirements for stock subscription 
agreements will be the same as provided for in IV—9 above: 

19. Evidence of Commissioner’s Beneficial Interest in Mortgagor—tThe re- 
quirements for submission and procedure for handling the evidence of the Com- 
missioner’s beneficial interest will be the same as provided for in IV-10 above, 
and although the evidence of the Commissioner’s beneficial interest in cases of 
this nature will be received immediately prior to preparation of the Washington 
Docket (see XI hereafter), the Director will forward the evidence of the Com- 
missioner’s beneficial interest directly to the Comptroller in accordance with 
IV-10 above. 

20. Comprehensive Attorney’s Oninion.—The mortgagor’s attorney will sub- 
mit at closing to the Closing Attorney, addressed to the mortgagee and the 
Federal Housing Administration, his comprehensive opinion as to the legality 
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of the entire transaction and the legality and adequacy of contractual instru- 
ments. The nature and scope of this opinion is the responsibility of the Closing 
Attorney. 

21. Initial Final Endorsement of Credit Instrument and Collection of First 
Mortgage Insurance Premium.—Upon receipt of a certification from the Closing 
Attorney that the instruments are in order, the Director will initially and 
finally endorse the credit instrument and simultaneously therewith require pay- 
ment by the mortgagee of the first mortgage insurance premium. 

22. Copies of Instruments.—If the Closing Attorney is not present at closing, 
the Director will retain three copies of all closing instruments, one set for the 
local insuring office, one set for the Washington Docket for forwarding to 
Washington as provided in XI-1 hereafter, and the third for the Closing At- 
torney, to whom a set should be mailed immediately after closing for his records. 
In addition, the Director will deliver the original insured credit instrument 
and the original mortgage, or deed of trust, to the mortgagee. If there is a bond 
eovering latent defects only, the original should be furnished to the mortgagee 
and a conformed copy retained for the Federal Housing Administration. The 
original policy of title insurance, or title binder, should be delivered to the 
mortgagee and a duplicate-original inserted in the Washington Docket. If the 
Closing Attorney is present at the closing, he will attend to the distribution of 
the closing instruments. 

23. Revision of Instruments.—Subsequent to initial-final endorsement of the 
credit instrument no revision of the terms or conditions of the insured mortgage 
or of any of the contractual instruments will be permitted without prior approval 
of the Assistant Commissioner, Rental Housing and Property Management. 


XI. Disposition of Dockets Under Form 2453~W 
Immediately following initial-final endorsement of the credit instrument in 
eases closed under Form 2453-W the Director will require the preparation of a 
permanent binder to be known as the Washington Docket. The material men- 
tioned in subparagraph 1 hereafter will be obtained from the Washington and 
Duplicate Dockets, as may be necessary, and the material not included in the 
Washington Docket or otherwise transmitted to Washington will be retained in 
the Insuring Office as provided in VII-4 above. 
1. Contents of the Washington Docket——The following papers will be filed, 
on each, in the order indicated, the application on the bottom: 
Application Section : 
Application for Mortgage Insurance, Form 2013-W. (0) 
Mortgagor’s Certificate of Occupancy Preference, Form 2013e. (0) 
Project Income Analysis and Appraisal, Form 2264-W. (C) 
Commitment to Insure Upon Completion, Form 2453-W. (C) 
Assignment of Commitment and Acceptance, if any. (O) 
Request for Endorsement of Credit Instrument—Certificate of Mortgagee 
and Mortgagor, Form 2455-W. (0) 
Contract Section : 
Bond (A. I. A. form, or FHA Form 2452 or special form) guaranteeing 
against latent defects, ete., if any. (DO) 
Building Permits. (C) 
Escrow Deposit Agreement, Form 2456-W, if any. (EC) 
Escrow Deposit Agreement to Insure Installation of Offsite Facilities, Form 
2446-W, if any. (EC) 
or 
Assurance of Public Authorities or Public Utility Companies for Installa- 
tion of Offsite Facilities, if any. (EC) 
Collateral Agreements, if any. (EC) 
Title Section : . 
Title Evidence, as accepted at closing. (DO) 
Certified Survey of Property (Survey with Form 2457-W attached). (QO) 
Zoning Ordinances. (C) 
Mortgage Section: 
Mortgage Bond or Note (FHA Form). 
(The above item must be a conformed copy as initially and finally 
endorsed). (©) 
Mortgage or Deed of Trust (FHA Form). (C) 
Hazard Insurance Schedule, Form 2445-W. (C) 
Se Go Requirements Upon Completion of Project, Form 
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Chattel Mortgage. (CC) 
or 
Certificate of Mortgagee’s Attorney. (0) 
Comprehensive Attorney’s Opinion. (O) 
Corporation Section: 
Certificate of Incorporation of Mortgagor. (CC) 
Bylaws of Mortgagor Corporation. (CC) 
Stock Subscription Agreements. (CC) 
Minutes of Meetings, Organization, etc., of Directors and Shareholders of 
Mortgagor. (CC) 

C=Copy. CC=Certified Copy. DO=Duplicate Original. BC=Executed Copy. O= 
Original. 

(a) Following assembly of material in the Washington Docket as above pro- 
vided there will be inserted a completed “Requisition for Amortization Sched- 
ule”, Form 2409-W, the data in such form to be obtained directly from the 
copy of the note and mortgage. 

2. Material Not Included in the Washington Docket.—Subparagraph No. 1 
above makes no reference to (@) master set of drawings and specifications, or 
(bv) preferred stock certificate. These documents are disposed of as follows. 

(a) Master Set of Drawings and Specifications and copies of all approved 
changes: To be retained in the Insuring Office until expiration of one year 
following initial-final endorsement of the credit instrument, when they will be 
finally reviewed for completeness and certification as required in transmittal 
letter 102400 after which each set of plans, specifications, and change orders is 
to be tightly rolled as a unit with the plans on the outside and securely tied with 
twine (Heavy India Finished—21 T 648) at each end; the gummed label No. 
101386 must be prepared by indicating the year completed, Section of the Act as 
well as the FHA Project serial number and affixed to the end of the roll. The 
project name and serial number shall also be written or printed in crayon on 
the outside of the roll. Transmittal Letter No. 102400 is to be signed in tripli- 
cate by the Director and enclosed in an envelope which will be securely attached 
to the outside of the roll with Scotch tape and thereafter forwarded to the 
Director of Administrative Services Division, Attention: Files and Records Unit, 
1001 Vermont Avenue NW., Washington 25, D. C. 

(0) Preferred Stock Certificate or other evidence of beneficial interest: This 
will have been previously forwarded to the Comptroller in accordance with 
established procedure. 

8. Mailing of Washington Docket—Immediately. following the preparation of 
the Washington Docket, it will be forwarded to the Closing Attorney with juris- 
diction (by registered mail, if mailed). It will be the duty of the Closing 
Attorney to check the Docket to determine that it includes the instruments to be 
included therein in accordance with subparagraph 1 above and to determine that 
such instruments are in proper legal form. Upon determination that the Docket 
contains all required instruments and that said instruments are in proper form 
the Closing Attorney will insert in the Docket his certificate stating that he has 
checked the Docket and that it complies with this paragraph. One copy of such 
certificate will be forwarded to the Chief Counsel, Rental Housing, Washington, 
D. C. The attorney will then forward the Docket by registered mail to the 
Comptroller, Federal Housing Administration, Washington, D. C., Attention: 
Project Audit Section, with suitable letter of transmittal, one copy of which 
letter shall be sent to the Insuring Office from which the Docket was received 
and one copy to the Assistant Commissioner, Rental Housing. 

4. Material to be retained in the Insuring Office-—All remaining original and 
wT material will remain in the Insuring Office as provided for in VII-4 
above. 

FISCAL INSTRUCTIONS 


AIT, The personnel designated as responsible by the Director shall be guided 
in the collection and refund of fees and premiums by the following para- 
graphs 

No charges or refunds other than those listed in this section may be made. 

Except as indicated otherwise hereunder, the general fiscal procedures of Volume 

II of the Field Operating Manual will control. 

1. Types of Collection and Accounting Codes.—The various types of Collec- 
tions under Section 608 which should be received in a Field Office are as indi- 
cated below. They will be entered under “Classifications” on the Official Receipt 
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and Schedule of Collections by use of the “Code” indicated opposite each name 
designation. 

(a) Examination Fee—Code 1.—The requirement to collect a full Examination 
Fee of Three Dollars ($3.00) per Thousand Dollars ($1,000) of the amount ap- 
plied for with certain initial applications was discontinued on December 19, 1947 
effective with revision in Section 608 Administrative Rules on that date. On 
and after that date this fee became collectible in two parts for all applications 
in accordance with provisions of paragraphs (b) and (c) below. 

The balance of an Examination Fee (code B-1) is required whenever increase 
in amount is involved in connection with all commitments reopened within 90 days 
of expiration or termination and with all refinanced mortgages, as provided for, 
respectively, in paragraphs (f) (3) and (yg) below; and also in connection 
with increases in the amount of commitments and mortgages as indicated under 
(h) below. 

(b) Application Fee—Code la.—An Application Fee at the rate of One Dollar 
and Fifty Cents ($1.50) per Thousand Dollars ($1,000) of the amount applied 
for, shall accompany each application when initially presented and, also, as 
directed under (f) (1) (2) and (4) below. 

(c) Commitment Fee—Code 1c—A Commitment Fee at the rate of Three 
Dollars ($3,.00) per Thousand Dollars ($1,000) of the largest amount com- 
mitted—less credit for the amount of the Application Fee (and Commitment 
Fee, if any) previously collected and retained in the case—will be due upon 
delivery of the commitment to the mortgagee. 

(d) Insurance Premium—Code 2.—An Insurance Premium at the rate of 
Five Dollars ($5.00) per Thousand Dollars ($1,000) of the face amount of the 
mortgage loan will be collected at the time of initial insurance endorsement. 
All Insurance Premiums due subsequent to insurance endorsement will be col- 
lected by the Comptroller’s Division at Washington. 

(e) Inspection Fee—Code 6.—An Inspection Fee at the rate of Five Dollars 
($5.00) per Thousand Dollars ($1,000) of amount of commitment is collectible 
upon the acceptance of a Commitment to Insure Upon Completion, Form 2453-W, 
or upon initial endorsement for insurance where a Commitment for Insurance, 
Form 2432—-W, has been issued. Code 6 will apply also to any additional 
Inspection Fee which may be required by the Administration as provided in the 
Commitment to Insure Upon Completion. 

(f) Reopening Applications and Commitments—Reopening Fee—Code 6a.— 
Applications which have been rejected or withdrawn and commitments which 
have expired or been terminated may be reopened as indicated under (1) through 
(4) below. The Reopening Fee (code 6a) will be collected only for a commit- 
ment reopened within 90 days of its expiration or termination. No reopening fee 
will be charged for reopening applications which have been rejected or with- 
drawn. 4 

(1) Applications Reopened WITHIN 90 Days of Rejection or Withdrawal.— 
An application reopened within 90 days of its rejection or withdrawal shall be 
accompanied by an Application Fee less credit for any Application (or Examina- 
tion) Fee previously collected and retained in the case. There will be no change 
in project number. There will be no Reopening Fee Chargeable. 

(2) Application Reopened AFTER 90 Days of Rejection or Withdrawal.—An 
application reopened after 90 days of its rejection or withdrawal shall be treated 
as a new application. It shall be given a new project number and it shall be 
accompanied by an Application Fee in full without any credit allowance for 
fee(s) under the former project number. There will be no Reopening Fee 
chargeable. 

(3) Commitment Reopened WITHIN 90 Days of Its Expiration or Termina- 
tion.—A Reopening Fee (code 6a) at the rate of Fifty Cents (50¢) per Thousand 
Dollars ($1,000), based upon the face amount of the expired or terminated com- 
mitment, shall accompany the request for reopening. If termination is due to 
nonpayment of commitment fee, reopening may be considered only when the 
remittance covers the reopening fee plus the commitment fee specified in the 
commitment. 

If the reopened commitmnt is for an increased face amount, there shall be 
collected Three Dollars ($3.00) per Thousand Dollars ($1,000) (Code B-1) based 
on such excess. If amount of commitment is reduced, there shall be no refund 
of any portion of the fees collected. 

(4) Commitment Reopened AFTER 90 Days of Its Expiration or Termina- 
tion.—A request to reopen a commitment more than 90 days after its expiration 
or termination must take the form of a new application. It shall be given a new 
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project number and it shall be accompanied by an Application Fee in full without 
any credit allowance for fee(s) under the former number. There will be no 
Reopening Fee chargeable. 

(9) Refinancing an Insured Mortgage—Refinancing Fee—Code 6a.—When a 
new insured mortgage is substituted for a prepaid insured mortgage, a Refinancing 
Fee (code 6a) at the rate of Fifty Cents (50¢) per Thousand Dollars ($1,000) 
will be due. This fee shall be based upon the outstanding balance of the prepaid 
mortgage or the face amount of the new mortgage (whichever is the smaller) 
and shall be collected at the time of endorsement of the new mortgage. 

In addition, if the face amount of the new mortgage exceeds the balance 
outstanding under the prepaid mortgage, an additional Examination Fee of Three 
Dollars ($3.00) per Thousand Dollars ($1,000) (code B—1) based upon such 
excess shall be collected at the time of endorsement of the new mortgage. Assign 
a new project number and schedule fees thereunder. 

(h) Part or Balance of Fees or Premiums—Code P— or B--—Initial submis- 
sions of less than the required amounts of fees or premiums as indicated under 
the foregoing paragraphs (a) through (e), (f) (3) and (g) will have their 
applicable code numbers prefixed with “P—”. Increases in amounts of applica- 
tions, commitments, and insured mortgages will call for additional charges of 
the types indicated above and their code numbers will be prefixed “B—”. This 
prefix will be used also for any balance of fee or premium received when through 
error only part of the amount due was submitted initially. 

2. Earned Collections and Permissible Refunds—(a) Harned Collections: 

(1) Bramination Fee Collections Before December 19, 1947—An Exam- 
ination Fee collected in connection with an application for Two Hundred 
Thousand Dollars ($200,000) or less received in an office prior to December 
19, 1947, shall be considered earned in full upon the issuance of the commit- 
ment. There will be no adjusting refund when the amount of any commit- 
ment is less than the amount applied for but there will be no charge for any 
later increase in such commitment up to the full amount originally applied 
for. 

One Dollar and Fifty Cents ($1.50) per Thousand Dollars ($1,000) of any 
such Examination Fee shall be considered earned if the application is 
rejected or withdrawn at any time after the estimate of cost is completed 
and before the commitment is issued. Exception: See paragraph (b) (3) 
below. 

Nore.—With an application received on and after December 19, 1947, any 
overpayment of the Application Fee (see paragraph 1 (6) above) such as 
when a full Examination Fee is received in error with an application which 
should have been accompanied only by an Application Fee will be treated as 
an “overpayment” of Application Fee (code la) and refunded or adjusted 
as provided for under paragraph 2 (b) (6) below. 

(2) Application Fee—Any collected Application Fee shall be considered 
earned upon completion of estimate of cost under any project, except as 
provided under paragraph (0b) (3) below. 

(3) A Commitment Fee shall be considered earned after the issuance of the 
commitment and upon the receipt of the fee in an office and any later reduc- 
tion in amount of commitment will call for no reduction or refund of such 
fee. 

(4) An Insurance Premium shall be considered earned upon the endorse- 
ment of the credit instrument for insurance. 

(5) The Inspection Fee shall be considered earned where a Commitment 
for Insurance, Form 2432-W, has been issued when the mortgage is initially 
endorsed for insurance and construction has commenced. 

When the Commitment to Insure Upon Completion, Form 2453-W, is used, 
the Inspection Fee shall be considered earned upon the acceptance of such 
commitment by the mortgagee and mortgagor and construction has com- 
menced. 

(6) The Reopening or Refinancing Fees shall be considered earned, respec- 
tively, (a) when expired or terminated commitment is reopened and accepted 
for further processing and (b) when the new mortgage is endorsed for 
insurance. 

(b) Refund Vouchers.—The field office shall initiate all vouchers to cover per- 
missible refunds in connection with Section 608 projects. When refunds are to be 
made under two or more items per project at the same time they shall be included 
in one refund voucher. 
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Closing audit time will be when a project is rejected, withdrawn, expired, ter- 
minated, or insured by final endorsement; however, if it appears from pending 
negotiations that a noninsured project may be reopened in the near future, the 
closing audit may be deferred if found to be desirable not to exceed 90 days. At 
closing audit time the Closing Audit Sheet, Form 2077d, bearing the Project 
Number and with the Fiscal grid completed shall be prepared in duplicate and the 
original included in any Washington Docket sent to Washington. 

A letter of ewplanation to the Assistant Commissioner, Rental Housing and 
Property Management, shall accompany each refund voucher giving amount of 
work done, status of case, and an elaboration of the reason for making the refund. 

Refund vouchers should be prepared at closing audit time (unless requested 
earlier by remitter or as indicated for “overpayments” see (6) below) in the 
manner prescribed in paragraph 633 of the FOM in the following situations only: 

(1) Rejected PRIOR to Completion of Estimate of Cost.—When an application 
is rejected for any reason at any time prior to completion thereunder of an 
estimate of cost, any collected fees shall be refunded at closing audit time. 

(2) Withdrawn PRIOR to Completion of Estimate of Cost—When an applica- 
tion is withdrawn for any reason at any time prior to completion thereunder of 
an estimate of cost, any collected fees shall be refunded at closing audit time. 

(3) Should Have Been Rejected PRIOR to Completion of Estimate of Cost.— 
When after completion of estimate of cost a project is found to be of a type which 
should have been rejected prior to completion of estimate of cost, any collected 
fees shall be refunded at closing audit time. 

(4) Rejected or Withdrawn AFTER completion of Estimate of Cost—When 
after completion of estimate of cost (and before commitment is issued) an appli- 
cation is rejected or withdrawn for any reason except that covered in (3) above, 
the amount of fee collected which is in excess of One and One-Half Dollars 
($1.50) per Thousand Dollars ($1,000) of face amount of mortgage loan applied 
for shall be refunded at closing audit time. 

(5) Construction Not Commenced.—If construction has not started, any col- 
lected inspection fee may be refunded at withdrawal time provided any Commit- 
ment to Insure Upon Completion or any endorsed instrument are returned to 
this Administration for cancellation of signatures of the authorized agent. 

(6) Overpayment of Fee—Any overpayment of fee (including duplication of 
fee or fee remitted in error) will be refunded at closing audit time with the 
following exceptions: (@) Any minor overpayment of Application Fee will be 
adjusted in the collection of the Commitment Fee; (NB: A material overpay- 
ment of Application Fee should be refunded without delay after receipt in the 
office) ; (0) any Overpayment under a Commitment to Insure, Form 2432-W, 
will be refunded at time of initial endorsement for insurance; and (c) any over- 
payment under a-Commitment to Insure Upon Completion, Form 2453—W, will be 
refunded when commitment is issued and accepted. 

(7) Construction Prevented.—Subject to the approval of the Assistant Com- 
missioner, Rental Housing and Property Management, any fees collected under 
an active commitment may be refunded, provided the commitment is surrendered, 
when construction is prevented due to causes beyond the control of the mortga- 
gor or mortgagee. 

(8) Lack of Need for Housing—When a Director determines there is no 
need for the additional housing represented by an active commitment, he 
may refund by means of refund voucher any collected fees thereunder upon 
surrender of the commitment involved. 

(9) Insurance Cannot be Made Effective.—When insurance endorsement is 
prevented by noncompliance with commitment, expiration, or withdrawal, 
ete., any collected initial mortgage insurance premium shall be refunded at 
closing audit time. 

Any overpayment of mortgage insurance premium will not be refunded, 
as adjustment will be made after insurance, by the Comptroller. 

(10) Reopening Refund.—If reopening is refused before further processing, 
any collected reopening fee will be refunded. 

(c) Reasons for Refunds: The refund vouchers shall indicate the “reasons” 
for refund by use of the underscored subject caption only, of the applicable Sub- 
paragraphs (1) through (10) under (6) above. 

3. Scheduling Collections,—Follow the Fiscal Chart, Paragraph 621 of the Field 
Operating Manual, in preparation of Schedules of Collections. When reporting 
any collection, besides showing the accounting code applicable thereto, always 
show the amount of the mortgage in the “Amount of Mortgage” column. When 
reporting any change show the (new) total amount of the mortgage. In the case 
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of a change in amount in a superseding mortgage, show the amount of the out- 
standing balance under the old mortgage and immediately thereunder the amount 
of the superseding mortgage. 

4, Section 608 Cases Pursuant to Section 610.—The charges and their account- 
ing codes set forth under paragraph 1 above will apply to applications for in- 
surance under Section 608 pursuant to Section 610, except for the Inspection Fee 
which applies only to new construction. 

Very truly yours, 
Crype L. PoWELt, 
Assistant Commissioner. 


NATIONAL Hovusrne AGENCY, 
FEDERAL HOUSING ADMINISTRATION, 
Washington 25, D. C., December 24, 1946. 


To: Directors of all field offices. 
Subject: Review of insured mortgage transactions under section 608 for the pur- 
pose of increasing the mortgage where such increase is justified. 


In order to stimulate the immediate production of rental housing projects 
under section 608 of title VI of the National Housing Act, it has been decided as 
a matter of general policy to give consideration to increasing the amount of an 
insured mortgage where a firm commitment (FHA Form 2432-W) has been 
issued, the transaction closed, and the mortgage initially endorsed for insurance, 
but during the construction period and prior to final completion, construction 
costs have risen for reasons beyond the control of the mortgagor. 

In such cases it will be necessary for the mortgagee and the mortgagor to 
present detailed evidence supporting such excess costs and if, in the opinion of 
the director, the mortgagor’s claims can be substantiated, the case may be 
reviewed by the underwriting section of the insuring office, a new project analysis 
(FHA Form 2264-W) prepared, together with an adequate analysis of the in- 
creased costs, and forwarded to this office with the director’s recommendation. 

It it understood, of course, that all legal limitations under the National Housing 
Act and administrative rules and regulations must be observed and the final 
amount of the mortgage to be insured necessarily will have to be supported by 
adequate rental income. If it is necessary to increase the rentals established 
in the initial processing of the case in order to support an increase in the 
mortgage, this must be done prior to occupancy of the units and such rentals 
must fall within established rental ceilings. 

Upon receipt in Washington of your recommendation and the supporting data 
above referred to, you will be supplied with the proper supplemental commit- 
ment letter authorizing such increase and instructions on the procedure to be used 
by the mortgagee and the mortgagor in amending the Contract Documents and 
legal instruments to accomplish such increase. 

The same review procedure will be followed where a commitment to insure 
upon completion (FHA Form 2453-W) has been issued and you will be advised 
how to amend such commitment. 

In giving consideration to transactions of this kind and agreeing to review 
cases where the mortgage has been initially endorsed for insurance, or where 
a commitment to insure upon completion has been issued, you will base such 
review on the costs of labor and material at the time they were actually furnished 
for the construction of the project. 

It is thought this change in policy will result in the immediate production of 
rental housing projects by taking into consideration necessary construction costs 
in bringing such projects to completion. 

Sincerely yours, 
CryvE L. PowEx1, Assistant Commissioner. 





FEDERAL HOvUsING ADMINISTRATION, 
Washington 25, D. 0., November 23, 1948. 
To: Directors of all field offices. 
Subject: Section 608 procedure for increasing insured mortgages and commit- 
ments to insure upon completion prior to final endorsement. 


This letter cancels and supersedes section 608 rental housing letter 117 out- 
lining procedure on the same subject. 
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This Administration will continue to give consideration to requests from the 
mortgagor and mortgagee for an increase in the amount of an insured mortgage or 
a commitment to insure upon completion if, during the construction period and 
prior to final endorsement of the credit instrument, the cost of constructing the 
project has risen above the original estimates by causes beyond the control of 
the mortgagor. 

A mortgage which has been initially and finally endorsed for insurance is a 
closed case and cannot be reopened for this purpose. 

It will be necessary, as heretofore, for the mortgagor to present detailed evi- 
dence supporting the increase in the overall cost of constructing the project and, 
if in the opinion of the Director the mortgagor’s claim is substantiated, the 
project may be reviewed by the underwriting section of the insuring office. The 
mortgagor must establish by concrete evidence its actual increase in costs. 
Merely recognizing a rise in the cost index will not be sufficient. 

The final amount of the mortgage to be insured must be supported by adequate 
rental income. If it is necessary to increase the rentals established in the initial 
processing of the project in order to support an increase in the mortgage, this 
should be done prior to occupancy of the units and such rentals shall not in any 
event exceed an amount necessary to show a net return of 6% percent on the 
replacement cost of the property. 

A new project analysis, FHA Form 2264-W, will be prepared, together with an 
analysis of the increase in the total cost of construction. The recent amendments 
to the act of August 10, 1948, make it necessary to prepare the project analysis 
on the basis of such amendments, using in addition to other criteria, the December 
31, 1947, or current costs, whichever is lesser, and the $8,100 per family unit. 
The purpose of the project analysis is to arrive at the maximum insurable 
mortgage based on said limitations and the other criteria. 

The amount of allowable increase will be the actual increase in the overall 
cost of constructing the project as substantiated by the mortgagor’s evidence or 
the maximum insurable mortgage as shown on the project analysis, whichever 
is the lesser. A request based solely on an increase due to the per unit limitation 
rather than the per room limitation will not be considered. 

In considering increases in cost due to approved change orders examination 
should be made as to the nature and necessity of such changes. Changes which 
are merely embellishments or ornamentation which do not enhance the rentability 
or habitability of the project should not be considered. 

In order to reduce the reprocessing of projects as much as possible the insur- 
ing office shall not consider such requests where only a small increase in costs has 
been encountered which does not work a definite hardship on the builders and 
which would result in only a slight increase in the insured mortgage. 

In approving the increased mortgage for insurance it must be determined that 
the administrative rules in force at the time of such approval have been com- 
plied with, except that if such increased mortgage is not in excess of $200,000 
any change in the nature and extent of the supervision by the Commissioner 
which would be required by section V, subsection 4 is hereby waived. Particular 
attention is called to the certificate required by section IV, subsection 2, which 
must be obtained. 

The revised FHA Form 2264—W together with an adequate analysis of the in- 
creased costs, shall be forwarded to this office with the Director’s recommenda- 
tion. If the request for increase is approved, you will be supplied with the 
proper supplemental commitment letter and instructions on the procedure to be 
used by the mortgagee and mortgagor to accomplish the increase: A letter 
will be furnished also in the case of a commitment to insure upon completion 
containing instructions as to what amendments are necessary to the outstanding 
commitment. 

Very truly yours, 


CrypEe L. PowE Lt, 
Assistant Comanissioner. 
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FEDERAL Housing ADMINISTRATION, 
Washington 25, D. C., May 16, 1950. 
To: Directors of all field offices. 
Subject: Procedure to be followed when mortgages are increased at final endorse- 
ment. 


In section 608, rental housing letter 167, dated November 24, 1948, specific 
procedure was established with respect to conditions required for final endorse- 
ment in cases of insured construction advances and initial final endorsement in 
cases insured upon completion. Those procedures must be appropriately com- 
bined in cases of insured construction advances where a supplemental commit- 
ment has been issued for an increased mortgage amount to be advanced only upon 
completion of construction of the project and final disbursement of the original 
lnortgage proceeds. 

When insured mortgages are increased, the increased amount which has been 
upproved will be treated exactly the same as a commitment to insure upon com- 
pletion insofar as the increase in the amount of the mortgage is concerned, that 
is, the Administration’s liability for insurance of the increase would date from 
the date that the Director endorses the increased amount of insurance. In all 
such cases the request for initial and final endorsement of the credit instrument 
evidencing the increase will be made on FHA Form No. 2455-W. 

To comply with the above procedure, please note that the Form No. 2023—-W 
shall be used to request final endorsement of the credit instrument for the amount 
actually disbursed and insured under the original mortgage amount. In addition 
to the Form 2023-—W, there shall be submitted an appropriately executed Form 
No. 2455-W covering the amount of the mortgage increase. If the Form 
No. 2455—-W is submitted after the date of the first principal payment called for 
in the credit instrument evidencing the mortgage increase, the amount requested 
for initial final endorsement in that form shall not be in a greater amount than 
the principal which should have been outstanding at the date of such request 
for initial final endorsement. This is explained in detail in the paragraph dis- 
cussing “Cases involving insurance upon completion” in the aforementioned 
letter No. 167. 

Reference is made to section 608, rental housing letter 166, dated November 15, 
1948, and emphasis is placed on the necessity of following the instructions set 
forth in that letter. The copies of Form No. 2403-W must be completely executed 
in all respects and each copy must bear its date of approval by the Administration. 
The original of Form 2023—W must be audited to determine that the individual 
advances listed in such form aggregate the total shown upon such form and do 
not exceed the aggregate of the amounts approved for insurance as revealed by 
the certificates of mortgage insurance on the applicable Forms No. 2403-W. In 
order to determine the effective date of mortgage insurance of each advance, it 
is requested that each Form 2023—W be carefully reviewed to determine that the 
full date, that is, day, month, and year of each and every disbursement, is shown. 
Each Washington docket submitted must contain all of the above-mentioned 
forms. 

The procedure set forth hereinabove shall apply to all mortgage increases 
endorsed for insurance subsequent to the receipt of this letter, without regard 
to the date when such increase was committed. 

This particular letter does not alter in any way the procedure for increasing 
insured mortgages and commitments to insure upon completion prior to final 
endorsement as outlined in section 608, rental housing letters 168, 184, 188, and 
191, but is to be considered in addition to the instructions contained therein. 

Very truly yours, 
Crype L. Powe tt, 
Assistant Commissioner. 
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